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INTRODUCTION: 

This Brief is tendered by a Joint Committee of the Canadian 
Federation of Property Owners Associations and the Ontario Property 
Owners Association along with their affiliate the Property Owners 
Association of Metropolitan Toronto. The latter is a non-profit 
Sone 2 group operating in the sole interest of property owners 
of all kinds, i.e. industrial, commercial, home and apartment owners, 
etc. It has been continually active ever since its formation twenty- 
eight years ago. The Ontario Property Owners Association was formed 
twentysix years ago to embrace various local property associations in 
Ontario cities and towns. The Canadian Federation of Property Owners 
Associations was incorporated in 1946 to represent both provincial and 
local associations from coast to coast. Its first task was to carry a 
Rent [e-control Programme into the Supreme Court of Canada, wherein the 
outmoded war-time controls were abolished. 

HISTORY: 

Various resolutions, briefs and delegatiors have been presented 
to the Goverrmex ty the Federation crer the years. One of the most 
relevant to the subject herein discussed was an audience granted by the 
Prime Minister on November l/:th 1957 to a delegation headed by Mr. R. M. 
Willes Chitty, Q.C., on the subject of Redistribution of Tax Fields. 

Many of the difficulties outlined at that time are still besetting the 
taxpayer to-day. 

One of the most important of these is the competition and over- 
lapping between the Federal and Provincial Govermments in to-day's tax 
field. Although the Federal tax powers in theory are ‘ibaa unlimited 
in practice, it has been understood they were to be restricted to indirect 
taxation and for non-provincial purposes, so that the provinces (of which 
the mricipalities are a part) «ill have their normal fields left open. 
At the time of our 1957 submission it was clear that the "gentlemen's 
agreement" on such a working basis was breaking down with disastrous 
results. = 

At thot time (1957) pre: sure on provincial treasuries had forced 
a@ renewed search for fresh tar sotrces, resultirg in an invasion into the 
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HISTORY: (cont'd) 

field of indirect taxation. This was accomplished by pure invention, 
devices that ermabled the provinces by ingenuity in the mode of imposition 
of such taxes to have them assume the form, if not the substance, of 
direct taxation. 

So, with the Federal Goverrment no longer restricting itself to 
indirect taxes and the provinces creating statutory devices to compete, 
the taxpayer has been exposed to double and triple taxation on whole lists 
of items of which gasoline, income and sales taxes are examples. 

TAx SYSTEM MUST HAVE SOUND BASE: 

| Fundamentally no system is sound wherein one level of govern- 
ment collects the revenue and hands part of it to another to disburse, 
This principle applies even when the govermments at various levels have 
similar political aims; but failure to apply this principle when the 
various goverrments involved in the distribution have opposing views on 
fiscal and welfare matters, etc. could create sufficient friction as to 
nullify the benefits of Confeder.tion, or even threaten its continuation. 
At the time of our 1957 submis__-n we were assured that wheels were being 
set in motion to solve these problems, Dominion-Provincial conferences. 
in the Fall of 1960 finally gave the provinces a better break but the 
faulty policies and principles still remain. It thus took three years to 
get partial relief and three years more for the unsound practices to 
tighten things up ‘mee than ever. 
OVERLAPPING PURPOSES: 

There is more competition for the taxpayer's dollar and more 
overlapping and duplication of tax fields than at any time in Canadian 
history. Not only is the same money taxed twice but in many cases it is 
extracted by at least two levels of goverrment for the same purpose. The 
Federal Goverrment has invaded the field of subsidized hawdne air and 
water pollution remedial planning and financing whereas the provincial taxes 
support trade commissions in foreign countries. The policies of these 
various commissions are often at variance between one level of goverrment 
and another so that the taxpayer foots the bill for both levels which, at 
best, are a duplication and, at worst, may nullify each other's objectives, 
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OVERLAPPING PURPOSES ( cont'd) 

So the problem is no longer one of just how to raise taxes 
or what groups should pay the bulk of various types of them. The 
real problem is determining what government is entitled to raise taxes 
for specific purposes and how the voting taxpayer is going to control 
this. There are strong forces in our midst who thrive om this lack 
of control, those who desire a spemithrift economy, more inflation, 
more welfare, etc. and who do not care how it is achiewed or who 
pays. This group do not expect the taxpayer to get either value for 
his money, nor have a say in the desirability of the objects of the 
spending. 

We cannot have our cake and eat it too, Taxes are such an 
important part of to-day's econony, influencing so many free enter- 
prise decisions that they mist be applied with care and spent on 
definite objectives, Both the direct objectives and the decisions 
forced on enterprise must be such as to expand trade, provide 
employment and prevert waste. Canada can no longer afford the drain 
of unwise tax collecticns with its detrimertal effect on our world 


competitive position. 
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BR OTe TO : 


ROYAL COMMISSION ON TAXATION - 1963. 
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A Joint Committee of these Property Owners Associations 


with the names of their respective principal officers : 


The Canadian Federation of Property Owners Associations - 
Mr. Irvine Graham, Calgary, «ss Vice-President, 
Mr. W. Howard Coulter, B.A.Sc., Toronto, Fics Predidest) 
The Ontario Property Owners Association - 
Mr. R.M. Willes Chitty, Q.C., Toronto, President, 
Mr, A.K. Kingsmill, Toronto, ee Director, 


The Property Owners Association of Metropolitan Toronto - 


Mr. C.R. Purcell, A.F.B., Toronto, President, 
Mr. A.J. Wilson, Q.C., Toronto, ... Legislation 
Chairman, 


respectfully submit to the Members of the Royal Commission on Taxation 


the following specific fields in which our present tax methods and 


laws are either unfair or tend ~> promote conditions under which 


our economy is adversely affec .d, thus reducing possible future 


levels of living standards of all our citizens, In so doing they also 


jeopardize fundamental concepts pertaining to the Right of Property 


that normally differentiates a democracy from a totalitarian state, 


These are as follows :- 


s} 


1. RESTORE INCENTIVE: 


All types of tax that can kill incentive either personal, 


corporate, in business or at home, should be eliminated from our tax 


structure as a matter of general principle and this should be done 


promptly so as to prevent further deterioration in our economy. 


2. SUCCESSION DUTIES: 


(a) 


The present Succession Duty Act should be changed so as to insure 
that a business established by a Canadian, with Canadian capital 
may be maintained by his heirs for generations rather than be 


forced to wind up or be taken over by foreign interésts. 


(b) / 
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2. Succession Duties (cont'd) 

(>) Combination of succession duties and income taxes now taxes the 
same money four times for the year previous to death of taxpayer. 
This occurs at the most difficult time in the affairs of the 
deceased. The four taxes are Federal and Provincial Death Duties 
and Federal and Provincial Income Taxes. Although the Income Taxes 
payable by an estate are deductible from valuations for death 
duties, the increase in value due to the deceased's last year of 
earnings is taxed four times although compounding the tax is 
avoided by the exemption clause mentioned. However, the escalator 
type tax rates that apply simultaneously to death duties and income 
tax have a devastating impact on even a moderate estate of a 
deceased taxpayer with substantial earnings in his final year. 
Although the Federal Death Duties payable are reduced by allow-— 
ances for Provincial Duties, they fall far short of covering the 
duties imposed by the more industrialized provinces. The high end 
of the escalated scale should be pared down and Federal-Provincial 
tax fields ironed out. Arrangements should be made for more time 
to pay death duties, probably by instalments and with due allowance 
for the income tax that must be paid first. 

(c) Separate taxes on man and wife effectively rob the survivor of a 
substantial part of a life-time mutual struggle for security in 
middle life or old age as the case may be. In addition, if the 
deceased was the owner of a business venture his spouse may have 
difficulties enough trying to carry it on due to the sudden 
reduction in family man-power and talent without baben the added 
burden of paying a premature tax which, of course, is alweys pay- 
able in CASH. Added to this is the problem of false valuations 
dealt with below. 

Whatever 4 married couple can put by between them should remain un- 
taxed until they both are deceased. It may be conceded, however, 
that if the survivor remarries a reduced tax be collected on the 
remrmént of the first deceased's estate still unspent. Of course, 
gifts by Will to other than spouse would be taxed as usual. 

(d) / 
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2, Suecession Duties (cont'd) 

(da) In many cases to-day the operation of present death duties and income 
tax laws act as practically straight goverrmental confiscation of 
business and property. Those whom death has taken without warning, 
probably in early middle life, have not had the opportunity nor the 
knowledge of how to partially safeguard themselves and their 
endeavours. Unless devices such as incorporation of business or 
personal affairs, tricky insurance arrangements, Wills direct to 
second generation, life interest reservations, etc. etc. are resorted 
to, the operation of the law is in itself quite unfair. The great 
majority of people have neither the skill nor the foresight to 
‘prauece themselves in the limited ways available. The payment of 
duties in CASH on unreal valuations adds to the previous enumerated 
difficulties. The attendant circumstances with regard to an estate 
i.e. its liquidity, mumber and character of its beneficiaries, would 
have an effect on true market value, as would joint interests etc. 
Many enterprises operat. by an owner-manager or part owner are 
worth two or three time. more with the omer alive than dead. The 
heirs in such cases have to pay tax on two hundred to three hundred 
per cert of the actual value received. If a family or a widow is 
involved this is, as mentioned above, nothing but unadultérated 
confiscation. 

ALL gl le Pca for duties should reflect cast, to the vendor, i.e. the 
heirs or the estate; valuations at the time of death should be dis- 
carded as these are based on the taxpayer having been alive up to that 
moment. Realistic valuations based on the fact that the taxpayer is 
now dead should be substituted. In this respect the Government can- 
not lose since the taxes may not be paid in full for a year or more 
there is ample time before a final clearance is given to ascertain 
what actual value the deceased's holdings have been to the successors, 
if there was misrepresentation. Shares listed on the open market can 
be valued more fairly than others, but even they are subject to wide 
variations. Minority holdings in specialty or family businesses may 
be worthless to other than the original holders whereas majority 
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2. Succession Duties (cont'd) 

(d) (cont'd) holdings are usually considered more valuable, they often 
prove so only when there is a battle on for control amd may hold 
a very low value indeed when a skilled owner-manager has passed on, 
Day to day market values are a very sensitive barometer and those 
applicable on the day of a shareholder's demise could easily be 
double or more what the market would bring when a large block of 
shares have had to be dumped upon it. 
Of course these variations are common imowledge to taxpayers and 
goverrment administrators alike, but, despite this knowledge, 
there has been no evidence until the present Royal Commission was 
set up that anyone seriously wished to correct these conditions. 
Death duties have been considered mainly as a source of revenue 
under a set of rigid rules that determined how mich duty was pay- 
able without regard for consequences rather than as a means of 
intelligently handing down the administration of property and 
business from one generation to the next. The very change of 
name from Succession to Death Duties and the elimination of pre- 
ferential rates for next-of-kin further illustrates the new 
attitude that threatens. It would seem as if the State were 
determined to destroy all wealth building devices regardless of the 
fact that under the democratic free enterprise system this is the 
only way of providing new business activity and more employment for 
ever-increasing population. 

3. CLARIFICATION OF CAPITAL GAIN: 

At the present time there is great uncertainty and confusion as to 
whether the Goverrment will interpret the profits from an individual trans- 
action as being income or as being capital gain. The effect of this is to 
discourage investment. 

Capital gains should be clarified and an early stop put to making 
net worth assessments serve to illegally tax capital gains. 

Canadian tax regulations tain treat a great number of items as 
income that are not income at all. Profit from the sale of property is one 


example. Assets used for income purposes over many years may finally be 
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CLARIFICATION OF CAPITAL GAIN (cont 'd) 

sold, perhaps, by a taxpayer who has passed middle age. The Minister of 
Taxation may rule the profit as taxable (or the taxpayer may win a court 

case that only part of the profit is taxable if he is fortunate) as income 

for the year in which the asset was sold, The asset may have accumulated value 
over twenty years but becomes suddenly taxable as money earned in one year 
despite the high tax bracket involved. 

In many cases tax on the whole profit may be avoided and the amount 
limited to the original undepreciated value of the property or asset in place 
of the actual selling price, but there is no guarantee of this as the Act is 
very ambiguous and open to various interpretations according to the intent of 
the taxpayer in making the purchase or sale. At one time it was assumed that 
stocx market and real estate gains were tax~free unless a taxpayer were engaged 
officially in these businesses as his chief source of livelihood; but recent tax 


rulings have plainly indicated that "intent" even on a casual one-time deal can 


Parliament has not made many of these rules, or voiced an opinion on 
tne real change of policy effecti tax collection this last few years. The 
snift is entirely; a matter of whe for lack of a better expression, may be 
called "court drift" coupled with too much power in the hands of the Minister 
Taxation, One unfair court ruling becomes a precedent for another one, or 
cerhaps it would be more accurate to say that one unfortunate court ruling, due 
to wne existence of an unfair and ambiguous set of laws, becomes the precedent 
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cy experts and tne members listen to the desired effects as 
exclained oy officials and vote accordingly. It is now clear that this pro- 


jure does now provide the ordinary citizen and taxpayer with the protection 
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In many cases the taxed asset has not increased in real value at all, 
having actually depreciated but has an ‘apparent! increase in value due entirely 
to inflation over the years. ALTHOUGH THE GOVERNMENT is responsible for most 
of the conditions permitting the depreciation of the dollar over the years, the 
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ILLUSORY VaLUES (cont'd) 

taxpayer receives mo allowance for this, but must pay in full, i.e. he must 
pay the same tax as he would have done had he received real cash income 
during the year equal to the inflated effect. 

The above is equal to Federal confiscation of taxpayers' property 
and assets through vicious side-effects of present income tax law. 

In other cases, such as the sale of older apartment buildings, 
the sale results in the recapture of depreciation written off over the years 
and so tax savings over a score of years may be payable suddenly in one 
year, The sad tale of those caught in this squeeze has spread so far in 
recent years that very few owners of rental units are now brave enough to 
take the depreciation allowances they are entitled to. 

DOUBLE TAaXaTION: 

(a) Mortgaged Homes: 
The lack of proper exemptions not only imposes real estate tax and 
income tax on the same money but produces other unfair results as 
shown by the following example :- 
Mortgage interest anomaly: If "A" owrshis home outright and "3" with 
the same net worth and income purchases a similar home with a sub- 
stantial mortgage on it, leaving money invested, say, in bonds equal 
in value to the mortgage, then "B" pays several hundred dollars more 
income tax than "4" as he cannot cancel the ‘np interest received 
against the mortgage interest paid, neither "A" nor "B" can get any 
exemption for the municipal taxes they both pay. 
To encourage home ownership the Goverrment should consider allowing as 
income exemptions the interest poh of mortgage payments and the 
municipal taxes paid by homeowners without imposing any retaliatory 
tax. Many a small business has been started on funds raised by a 
mortgage on the family home. A generation or two ago the impact of 
tax considerations was not serious enough to distort business 
decisions, but this is no longe: the case. If a small business man 
trying to raise funds pledges any other asset for a loan, except his 
home and its furnishings, he can charge the interest paid against the 


income from the enterprise so financed, his home is often the largest 
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DOUBLE TAXATION (cont'd) 
Mortgage Interest Anomaly (cont'd) 
of the assets that he can pledge, but he must carefully avoid it under 
penalty of double taxation. 

The importance of this angle lies in the fact that all big 
businesses had small beginnings, If the Goverrment creates an atmos- 
phere favourable for the formation and growth of small business, as 
pointed out by the Canadian Chamber of Commerce over the years, then 
there would never need to be any worry about big business, 

(6) Miscellaneous: 
In the United States, for instance, double or multiple taxation cannot 
take place. A citizen of the U.S.A. can get credit on his income tax 
for every cemt of other taxes paid - on meals, cigarets, municipal 
taxes, hospital taxes, home mortgage interest, etc. It may involve 
keeping a lot of stubs, but it is his right to do so if he wishes. 
Failure te build this principle into Canadian law not only produces 
unfair results, but permits’ taxes to exceed one hundred per cent with 
no recourse open to the te. ayer. 

¢. HARDSHIP FROM PROGRESSIVE RATEs JN INCOME: 

(a) Families: 
Misleading assumptions may be obtained by a cursory look at Canadian 
tax forms which give the impression we are getting as good a tax break 
here as in other industrialized countries when in realit* we are not, 
U.S. families, for example, nave separate tax forms for man and wife 
and may allocate their combined income on them so that neither one has 
to pay in an unnecessarily high bracket. In Canada, however, if the 
husband's taxable income were $12,000 and the wife earned less than 
1,000 and thus untaxed, they would pay 92,870. If they were permitted, 
as across the line, to allocate $6,000 taxable income to each form, the 
tax would be $1,050 each or $2,100 in all, a saving of $770. 

To add insult to injury, the ill-conceived Section 21, subsection 
(1) so aggressively pursues its "pound of flesh" that if a man gives 
money or property to his wife (or to a woman who later becomes his wife) 
then all income derived from the investment or use of said gift shall 
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HARDSHIP FROM PROGRESSIVE RATES ON INCOME: (cont 'd) 
(a) Families (cont'd) 
automatically be lumped into the husband's income for tax purposes and 
for life, denying both exemptions or lower brackets that would ordin- 
arily be deeneti available in the wife's tax form. If the original 
gift were substantial, it would, of course, have also been subject to 
gift tax as well. 

Citizens! rights are jeopardized by such concepts. One family 
whose parents receive $12,000 should not pay a different tax than an- 
other just because the propertion of the total received by each of the 
parerts happens to differ, or because one man made a gift at some time 
to his spouse and the other one did not, 

Not only does the Canadian concept above mentioned discourage the 
proper sharing of this world's goods between husband and wife, but it 
also tends tc promote juvenile delinquency through the preferential 
tax treatment of families where the mother works full time because 
her tax bracket is less than if the father were to exert himself to 
earn more instead, 

(b) Business: 
The previous paragraphs deal mainly with the low and middle range of 
progressive rates, whereas what follows applies more to the middle and 
upper brackets. Im every society the majority will fall into the os 
and middle brackets but the few in the higher brackets are the ones 
capable of forming the medium and larger businesses of to-morrow. 
When fifty to eighty per cent of the income earned by this group is 
syphoned off by ONE Tax alone (income) and with the impact of multiple 
taxes mentioned in other sections of this brief, it does not make sense 
in an underdeveloped country like Canada to stifle capital formation in 
this wey. The United States who is much further developed and whose tax 
laws are mt as severe as ours, has, nevertheless, found expansion to be 
stifled ami taken steps accordinziy. 

7. UNEMPLOYMENT AND LIVING STANDARDS: 
Pressure on the Federal Government has been einai sharply since 
the campaign preceding last Jume's elections to give Canadian initiative a 
chance / 
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UNEMPLOYMENT AND LIVING STANDARDS: (cont 'd) 

chance to show what it can do tc place Canada back in its rightful place in 
world trade, to use our education, resources and abilities to increase 
employment and improve the standard of living of all pone a 

The Canadian income tax structure has been singled out as possibly 
being the main culprit (but far from the only one) in handicapping our 
economy. Those who favour the welfare state and the maintenance of our 
high tax collections have insisted Canada's taxes are no worse than those 
of the U.K. or the U.S.A., but this opinion is not shared by those who are 
in business or by those who must pay the bulk of our various taxes. (Please 
refer to separate section on tax comparisons). 

High taxes and high wage levels are practically the only causes of 
Canada's drop from a keenly competitive position in the markets of the 
world during the last generation and, to a great extent, the sales tax on 
comsumer goods and the tax on labour's income have generated the steam in 
the wage-cost spiral. Corporation and personal income taxes are by no 
means a negligible contributor to the increased overhead of doing business 
in Canada during recent years. These combined adverse factors spell 
unemployment and lower living standards for Canadians. 

The importance of the general factors above and in previous portions 
of this brief to the property owner and realty taxpayer lies in the fact 
tnat the greatest single threat to profitable or efficient ownership of 
either productive or non-productive property is unemployment. Unemployed 
persons cannot earn overhead on the tools of production, extracted and paid 
for out of scarce local capital due to tax laws handicapping capital form- 
ation (dealt with elsewhere). Likewise unemployed cannot meet mortgage 
payments or pay rentals regularly, and they cannot pay their grocery and 
clothing bills etc. thus jeopardizing the meeting of payments on other 
people's property as well as their own. Lastly, they become a burden on 
other taxpayers instead of themselves being substantial contributors to the 
general taxation picture. 

The high tax levels of to-day automatically affect pecuniary financial 
matters and are no longer a matter of pure fiscal policy. The day is long 
past due when we strike a budget and set a tax rate to match it. The 
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UNEMPLOYMENT AND LIVING STANDARDS: (cont'd) 
Goverment must also make a study, or listen to others who have, of the 
effect of tax coliection on enterprise, profits, employment, eompetitive 
world status, incentive, capital formation, etc, Failure to take ALL 
of these factors into consideration HEFORE budgets and tax rates are set 
up will only accentuate our present difficulties. 

Very vigorous steps should be taken by the Goverrment to see that 
measures are enacted that reflect the wishes of the people. Just am fair 


taxes should be implemented that will promote development and help to dis- 


solve the ever growing unemployment that otherwise will persist, These 
steps should be umiertaken with the specific purpose of providing »-~- 
(a) More investment capital. 
(b) Greater incentives for investment of Canadian generated funds 
and correspondingly less need of foreign funds. 
(c) Greater incentive to earn more income, 
To accomplish the above purposes the Govermment should give consideration 
to implementing either - 
(a) a flat rate income tax, or 
(b) a mch simplified and greatly reduced progressive rate system 
if an abrupt change is considered too disturbing. 
8. INFLATION: 
President Truman once said that a little inflation was a desir- 
able thing. The previous Roosevelt administration believed that quite a 
bit more than a little was still desirable. The more spendthrift planks 
there are in 4 goverrment platform the more lenient will be their views 
on inflation. Property owners, however, believe in a "pay~as-you-go" 
policy on taxes and are by mture against inflation for the following reasgns: 

(a) Inflation robs the “haves" so that it may be spent by the "have 
nots". This destroys initiative, reduces employment and discour- 
ages or prevents capital formation and use of it. 

(b) Inflation causes wage cost spirals and labour discontert, 

{c) Inflation causes unstable pricing, makes escalator glauses 
necessary on contracts, including public works contracts, thus 
encouraging irresponsibility and waste of taxpayers' monsy. 

(d) Inflation / 
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INFLATION: (cont'd) 

(d) Inflation causes false values for tax purposes (see Illusory 
Values, Section 3 under Capital Gain) 

(e) Inflationary policies may be followed more or less with impunity 
by self-sufficient countries, but with disastrous results by those 
dependent on world trade for their standards, In this respect we 
must follow British policy rather than that of the U.S.A. 

(f) Inflation reduces the value of previous years' savings; in an 
industrial economy this reduces the value of residual amounts 
available for capital formation. Ina country like Canada we 
need the full cumulative effect of all amounts available for 
capital formation in order to avoid becoming the financial slaves 
of foreign countries who have more realistic tax laws on capital, 
and/or more capital. 

9, IRREGULAR INCOMES: 

Persons working on commissions, receiving prize money (as their 
means of livelihood) or in types of business such as show business where 
large amounts may be received one ‘ear and practically nothing the next, 
undergo great hardships under present tax laws unless they incorporate them- 
selves, Such persons whether incorporated or not should be able to average 
their incomes over three to five years for income tax purposes. A,flat rate 
scale in place of the present steep progressive income rate scale would help 
these people to some extent, but, for those who earned cocsl erent below the 
statutory exemptions in certain years, the averaging thee would be fair. 
WELFARZ AND EDUCATION TAXES; 

Property owners, through these affiliated associations, have never 
sought to avoid their full tax responsibilities. When items of no benefit to 
property are charged against it resulting in means being sought to eliminate 
such, it is not because owners are not mindful of their general responsibil- 
ities as citizens of the country, rather, it is an attempt to make it clear 
that owners pay as much or more of all the other types of taxes that non- 
owners pay PLUS those specifically applied to real estate, 

At our combined annual meeting last year during the "Symposium of 
Opinions" two of the participants in this panel discussion programme, the 


Municipal Affairs Minister of Ontario and the Mayor of Toronto brought out 
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Rie EDUCATION TAXES: (cont'd) 
the point tna. i. > and education costs were removed from city 
taxes and borne directly by higher levels, then NO grants for any other 
purpose would be required in order to maintain present mill rates on pro- 
perty and business, This was a startling point to some present and later 
had to be confirmed. 

Such a simplification would put these costs exactly where they 
belong and permit no hedging by elected representatives as to which level 
was responsible for these items in the budget and the manner in which it 
was spent. Expenditures of school boards and welfare expenditures of 
councils are property owners biggest headache at the presert time. 

In the larger urban centres property owners still bear the brunt 
(75 to 80 per cent) of school board disbursements. 

We would submit under this section that home owners be entitled 
to an additional exemption on income tax forms equal to that portion of 
property tax paid by them for education and welfare in their communities. 

11. CANADA — U.S. COMPARISONS: 3 

(a) Canadians Taxed up to 40 per cent heavier: 

As a result of many conditions outlined in this Brief we have lost to 
foreign control at least seventy per cent of Canadian industry and to 
foreign ownership nearly sixty per cent. Less than a deceae ago both 
of these figures were less than fifty per cent. Such statistics prove 
that the fiscal and monetary policies in existence during the last eight 
or ten years have not only failed to correct such conditions, but have 
instead been the main causes of them. 

For those looking for someone to blame, Canadian initiative, 

Canadian conservatism, lack of enterprise, lack of stamina against com- 
petition etc. have been among the targets. No one wants to face up to 
reality. Canadian qualities for doing business are as good as any in 
the world, but they have to be given a chance. 

Tax comparisons shown in the December 22nd issue of the Financial 

Post between U.S. amd Canadian citizens owning property indicate that the 
Canadian pays eight to seventeen per cent more in various tax groups. 
Adding some of the special risks enumerated in this Brief, which were not 
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CANADA © U.S, COMPARISONS: (cont'd) 


(a) 


(d) 


Canadians taxed up to 40% heavier: (cont'd) 


allowed for in the comparisons mentioned, such 43 full-exemptions and 
lower brackets of spouse not allowable here, fear of claiming depreei-~ 
ation (due to tax on capital reeapture), etc, eoupled with the faet 
that the Canadian dollar buys 30% less in consumer goods than its 

U.S. counterpart, brings us face to face with the unpalatable faet 
that we are penalized about 40% more, tax-wise, on a living standard 
base rather than a dollar basis, than our cousins to the South, 

Note: Correction to the "living standard base" decreases the 
effectiveness of various exemptions by 30% and requires the eom- 
parison of the progressive tax rates on Canadian incomes that are 
100/70 or 43% more than their U.S. counterparts, 

Cannot ignore Productivity: 

Despite the fact that Canadian productivity per worker remains 
at only 60% of that pertainirg to the United States, both labour 
and government have tried to oretend otherwise, Since 1959 the 
wage-productivity curves have remained parallel in the United 
States, In Canada the productivity curve fell away from the wage 
curve during 1960 and 1961 and had just returned to its 1959 
relationship at the close of 1962, So the Canadian relationship of 
productivity and wages compared to those in the U,S, are unchanged 
from 1959 also. 

Labour believes the best way to close the gap between living 
standards here and across the line is to demand parity, or as close to 
it as possible, in the matter of wages and hours; in steel and other 
industries they made these demands even when the Canadian dollar was 
worth 15% more compared to the United States dollar than it is at 
present. To be consistent perhaps they should ask for 15% more than 
parity now, or, to compensate for the 30% decrease in the purchasing 
power of our dollar, they should use this percentage instead? 

The Government, on the other hand, has tried to tax us as if our 
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.- 3.5. COMPARISONS (cont'd) 
Cannot ignore Producti sit:: (cont'd) 
standards and productivity were equal to the United States and by 
means of social and welfare measures seek to compensate from taxes 
for the shortcomings of our economy. 
Both labour and government concepts of enforcing a standard either 
at the bargaining table or by decree are foolish and futile. fhe 
wages and taxes that result from these concepts make die cost of living 
and cost of production higher than they otherwise would be. and in 
addition render us non-competitive in world markets, unable to raise 
capital for expansion or maintenance of our own enterprise so that we 
must eventually become the financial slaves of foreign controlled 
business, 
These policies do not lead to higher standards for our people, 
nor support our right of ownership of either productive or non- 
productive possessions. Enterprise and democracy cannot persist in a 
financial climate that does not permit private ownership to persist. 
Fiscal policies must be based on retention of ownership amd the 
of any taxes 


abandoning by the Federal Goverrment, or other levels 


2 


that are confiscatory. 


Taxes are not merely just a means of rais_.g money for the govern- 
ment to spend, nor can a young country like Canada stand comparison 
with a large and nearly self-sufficient one like the United States or an 
older one such as Britain, Because wrong comparisons have been made, 
we find ourselves in a ridiculous situation, i.e. the prices of our 
consumer goods are a way out of line with income. Fuel, food and 
clothing should be lower priced in Canada than across the line because 
our productivity per man is lower. In other countries like Italy and 
Japan, particularly a few years ago, their lower standards were reflected 
in lower prices for the essentials of living. But because our industry 
and labour are both largely under foreign control we are probably the 
only self-governed country in the world whose lower productivity is not 
matched with a proportional lower cost economy. Instead of budgeting 
our money to meet ovr need, we foolishly strive to keep up with ow rich 
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12. 1963 Tax REVISIONS: 


Reduction of Sales Tax Exem tions Retrogressive. It is too short notice 


to comment effectively on Finance Minister Gordon's 1963 Budget, 
especially as some items are still ina state of clarification as this 
is being written. In general, however, it appears to be a budget that 
will increase the cost of living, particularly the cost of new housing. 
It would also appear that it will increase factory overhead by imposing 
eleven per cent sales tax on the tools of production, thus reducing our 
competitive positicn abroad, 

The stimulation of industry, especially secondary industry, is 
urgently required to provide additional employmert. The taxing of tools 
and equipment, already financed with difficulty is definitely a retro- 
gressive step. The Goverrment instead should have continued to encourage 
building of all kinds along with investment in increased productive 
capacity. 

The bvdget would appear to contain the elements of another 
round on the inflation spiral  % a time when we can ill afford it. 

The extension of Ministerial powers of discretion is very 
unfortunate. All lavs requiring such discretion should be cancelled 
and the rights of any Minister to have recourse to such powers should 
forever be written out of Canadian Law. Arrangement of a taxpayer's 
affairs for minimum tax impact =s his right and should not be viewed 


as "evasion", 
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This Briet is cospe2ctfully tendered to the Royal Commission 
on Taxation by the Joint Committee formed for this purpose on behalf 


of the following affiliated groups :- 


The Canac/.an Federation of Property Owners Associations :- 
Mr. Irvine Graham, Calgary, vee Vice-President 


Mr. W. Howard Coulter, B.A.Sc., " . 


The Ontario Property Owners Association :- 
Mr. R.M. Willes Chitty, Q.C., President. 


Mr. AK. Kingsmill aes Director. 


The Property Owners Associations of Metropolitan Toronto :- 


Mr. €.R. Purcell, a.F.B., ees President. 
Mr. A.J. Wilson, Q.C., eee Legislation 
Chairman. 


In addition all material compiled into this document has 
been submitted to, anc approved by, the twentyseven man Board 


of Directors of the Metropolitan Toronto Association. 


~ ‘ss if Pd | fe ( a 
By 54 LOE Cia Cec 


W. Howard Coulter, 
Vice-President, 


The Canadian Federation of Property 
Owners Associations, and 


Secretary of the Joint Committee. 
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SUMMARY. 
a. Responsible action from elected representatives can only 
occur after we possess clarified tax fields with properly allocated 
purposes. 
Zee Canada cannot become "efficient" or competitive in world 
markets until the voter is restored to the driver's seat with a 
clear view of the road. This will result in the elected represen- 
tatives having a clear mandate and a proper conception of what is 
expected of then. 
oe Tax load in proportion to our state of development and need 
for new capital is one of the most unfavourable among the world's 
industrial free nations. Those who argue that this is not so do not 
represent either the views of the taxpayers nor those of responsible 
industry. 
he Taxing is becoming a fine art, and is no longer a method of 
raising money for various lev> s of goverrment to spend. Irresponsible 
tax policies must be brought ~. an end. Such policies should, in this 
modern age, be geared to ability to pay without impoverishment of 


living standards or production facilities, or a forced sale of assets 


° Unemployment remains the number one threat to the profitable 
use of either productive or non-productive property, and thus menaces 
the "Right of Property" or Ownership which is inseparable from the 
democratic concepts of free men. | 

ae Employment in a non-conmmunist country depends on a favourable 
political climate for "capital formation" for both the continued health 
of existing enterprise and the formation of new business. Legislation 
of a confiscatory nature not only hinders new capital from being used, 
but also nullifies the further benefits from capital already raised 

in the past. 

7s All laws should be clear cut and readily aniensbateiedia 
There should be no room for the use of a "Minister's Discretion", 
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SUMMARY (cont'd) 

&. Relie? should be given for all double cr multiple tax 
effects and those seeking such relief should not soe classed 3s 
EVaDERS, but viewed as examples of the existence of faulty law 
which itself must be corrected. 

9. - Government must vacate activities that crovide urfair 
competition to free enterprise or to beneficial cinership of 
property or equirment, Any other course is to destroy the forces 
whereby a democracy can exist, leaving communism 2: the only 
alternative. 

Lo. State capital is related tc communism. “se of N. dc. A. 
and similar funds amp past the point where they fill a need and up 
to the point wheres they start to cause interferer.ce and losses to 
private capital are as much a threat to our economy as the take-over 
ef our industry by foreign capital, Hither way, precious Carmdian- 
generated capital would be destroyed and the incertive to provide 


more would be eliminated. 
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SUBMISSION TO THE ROYAL COMMISSION ON TAXATION 
RESPECTING CERTAIN ANOMALIES AND INEQUITIES IN 
THE ESTATE TAX ACT 


CONCLUSION 


— 


The value of all property should, for all 
purposes of the Estate Tax Act, be the fair market value 


of such property. 


RECOMMENDATION 
That Section 58 (1) (s) be repealed and the 
following substituted therefor: 

"VALUE" - "value" in relation to all property included 
in computing the aggregate net value of the 
property passing on the death of the deceased 
means the fair market value of such property 
computed ee of the date of the death of the 
deceased, or as of such other date as is 
specified in this Act, without regard to any 
increase or decrease in such value after that 


date for any reason, 


LL. The present basis of valuing the assets of an 
estate for estate tax purposes is set forth in Section 
58 (1)(s) of the Estate Tax Act as: 
"VALUE" - “yalue", 
(1) in relation to any income right, annuity, 
term of years, life or other similar estate 


or interest in expectancy, means the fair 


market value thereof ascertained by such 
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means and in accordance with such rules and 


standards, including standards as to 
mortality and interest, as are prescribed 
by the regulations, and 
(11) in relation to any other property, means the} 
fair market value of such property, 
computed in each case as of the date of the 
death of the deceased in respect of whose death 
such value is relevant sala of such other 
date as is specified in this Act, without 
regard to any increase or decrease in such 
value after that date for any reason,” 
fe Thus, the generally known and accepted concept 
of fair market value as developed by the Courts is 
applicable to property of pene kind and description 
except "any income right, annuity, term of years, life 
or other similar estate or interest in expectancy”. 
These few types of interest are singled out for the very 
special treatment "prescribed by the regulations”, 
ie The variation between fair market value as 
determined under the regulations and as determined by 
the Courts may be seen from the results of the only two 
recorded Canadian cases in which the eee of such 
Pentereace dateumined under the regulations were reviewed 
by the Courts, These cases are: | 
Smith and Rudd v. M.N.R. (1950)C.T.Cc. 14 and 
247, involving the value of an income interest; 
Burns et al, v. MN.R,.(1959)C.7.Cc.. 147, ing 
volving the value of an interest in expectancy. 


a The values, as determined under the regulations 
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and by the Court in these cases were as follows: 


Smith and Rudd Burns et al 


v, M,N.R, v. M.NR. 

Valuation made under the (1) (2) | 
regulations $ 213,667 $ 810,647 ,28 
Valuation made by the gee (4) 
Court $ 67,230 $ 486,035. 
% of Valuation under 
the regulations to the 
fair market value 
determined by the Court 317% 167% 
(1) | (2) 

(1950) €2% 00 ‘as 38 (1959). C.T.c...at 148 
(3) . (4) 

€1950) C.T.Cc. at 253 (1959) C.T.C. at 257 
5 The effect of such vast differences in 


valuations is accentuated by the ascending rate of tax 
levied under the Act to produce even more startling 
results, Assuming for the sake of simplicity, that 
the other assets of the two estates considered in the 
above mentioned cases, were equal to the deductions 
and exemptions permitted by the Act so that the 
aggregate taxable value in each case was the same as 
the value of the interest in dispute, the incidence of 


estate tax under prevailing rates would be as follows: 
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Smith and Rudd Burns et al 


Ve. MNCR. V5. Satta tee 
Estate tax on valuation ; 
under regulations $ 47,828 $ 251,759 
Estate tax on valuation 
by the Courts $ 11,791 $ 131,752 
% of Estate tax on 
valuation under the 
regulations to that of 
Courts LO6S. 191% 


2 


These calculations are shown on Schedule "A" attached 
hereto, 

ae Thus, it may be seen that property valued 
under the regulations may be valued at. double or treble 
its actual fair market value and subjected to a tax 
which is double or quadruple the rate prescribed by 

the Act for all other types of property. 

(a It is respectfully submitted that it was not 
the intention of Parliament to subject income rights, 
annuities, terms of years, life or other similar estates 
or interests in expectancy to such punitive and well- 
high confiscatory treatment, To conclude otherwise is 
to nullify the words "fair market value" in Section 

58 (1)(s)(i). 

8, The question may well be asked "why should 
there be such a vast difference between fair market 
value as Penarth under the regulations and fair 
market value as determined by the Courts employing 
principles developed over the years in hundreds of cases 
involving the valuation of property of every kind and 
description,” These are not only tax cases but ex- 
propriation and property damage cases where the.same 


problem arises, 
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The answer lies partly in the provisions of | 
the regulations and the tables prescribed under them ard 


partly in the complete disregard under the regulations of 


many factors which the market place and the Courts re- 
cognize as having a bearing on the fair market value of 
various types of property. 
wes The regulations and tables are attached hereto 
as Schedule "B", They are the same in all significant 
respects as the regulations and tables which prevailed 
under the old Dominion Succession Duty Act from its 
inception in 1941, The fact that they have remained so 
long unchanged is probably due to the fact that under 
the old Act they performed a very limited function, 
which will be discussed later in this submission, 
Because of this the defects and deficiencies which now 
have such a marked effect on valuations and the incidence 
of tax were then of little practical import. 
443 some: of the more glaring defects in the 
regulations and tables are: 
(A) The use of a 4% compound interest rate 
throughout all calculations and tables. 
hee Under the regulations and Table IV, the 
Department calculates the present value of B.. 
$100,000.00 future expectancy due 25 years 
hence as being $37,512.00. This is the sum 
of money which, if invested today at 4% 
compound interest, would aggregate $100,000.00 
in 25 years, Actually, Government of Canada 
long term securities presently yield approxi- 


mately 5%. Hence the person deprived of the 


ae 7) 
4} ist nee 


¢ 


ee — oes 


y ae) 
a oye ia i 


& ie ] 
r y= ce, ae 


° ma EA 
ae a, 


ytd 


ee oa sete | pis te 00,000,005 es nti 


Ne et ae 


nba, amet ass ace) | 100. ont en a 


‘aod fs i ie) 


‘ ie f van : ial eee deat ii 7 ate ee 
ata oe enotdasuges st? wuts nue? 
adh trutawieve land at ‘wonntongns serait etd? |. 
* Tied) kalba 3 * es ed onpie tert eu: edd 
“shou ak martial 26 ahyeq ort sbhauton 
. t ablote braod ywiiisevp yoo ‘oa toumesal wiser 
| -xoxgas tu. inert wenie et sane me int be detoit 
. wee So RENCE | Ce, ey elas Yo wat wat 
1p snr (,overmd )"y" aivhernsa) 2 hte? a 
Nish ‘odd met s8ery BS party O00 00) ¢ tw beter wzty 
¢ ot dehidd is RAID mpatmmy 4 BIAS. wid Te 
fats satbasaeb ibosmuieus? nae ae rang Ot: teat. 
J wee ot as natlinvers taonetest te Stary ony 
She Ll the itean tte 


Zc aula drsdett. | 
,Oteoy ES at sob 0O0,001§ . Snotetal Yo edan 


OH. GES .Ee 4 Ree : 
ive? 00.535, TH a, 
Per et 9) Oe Se | ahaa | 
- OO. 862, TE i i 2 
. OO ETRE fey) |g 8 ee . 
| 00. 0£2 25. x 
UL EE i) AO SRS NR 9 | mas 
+ IR tame td duonedal ‘fewegned Yo axival®) 
eect ay. i Cai hed nmactad, oe. 


" ‘ te mt Sai rotdat bem y tneldeciaes fet? odnt 
| pd a tt sca OBIE, TER) oyareta 


fi) ; . j 


i "i i i 
one iP Use 4 ‘ 
a : oN. if UP 
thi nt Ne Wed wae 7 
heey iti 
a Ee Lp id ae? ud 4 
7 Ry Se eT eave Ta | eat 


ANGUS, STONEHOUSE & CO. LTO. 
TORONTO. ONTARIO rf; 


1 use of the $100,000.00 for the next 25 years 

2 would, if he had it, “te able to invest in top 

3 quality securities yielding at least 5%. No 

4 one is his right mind would settle today for a 
5 4s yield. On a 5% compound interest basis the 
6 value of $100,000.00 25 years hence is 

7 $29,530.00. (Tables of Compound Interest by 

8 Lieut. Cols yWeee. seek AE Be) 

9 23s Thus, under the regulations and tables 

10 this future expectancy is being overvalued on 


this factor alone by 27%. 

14, Actually, the margin or error is much 
sreater inasmuch as top quality bond yields have 
fluctuated in the past 15 years from an approx- 
imate low of 2-1/2% to an approximate high 
of 5-1/2%. (Schedule "C" hereto.) Thus, 
the value of $100, 000 due 25 years from the date 
of the death of a person dying within the 
last 15 years, has fluctuated, depending on 
the rate of interest prevailing sate date | 
ofdeath, as follows: 


Present Value of 
Rate of Interest 100,000 diewin 25 years. 


2-1/2% $ 53,939.00 
3 % 47,761.00 
3-1/2% 42,315.00 
4 % 37,512.00 
41/24 33,273.00 
5 % 29 5530.00 
5-1/2% 26,223.00 | 


(*Tables of Compound Interest by Lieut. Col. 
Wi His Oakesy, A. asd) 
15. Under the regulations and tables_it is 


always $37,512.00. While it may be argued 
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that this latter is not an unfair average 
figure to use over the years, the fact is that 
when applied to an individual's estate at the 
date of his death, it is nearly always wrong. 
He only dies once. That is when his estate 

is valued and taxed; that is when the ability 
of his estate to bear the tax assessed is»vof 
vital importance to his heirs. Equity demands 
that it be valued fairly in the licht of 
conditions prevailing at that date and not 

on conditions prevailing over the fifteen or 
twenty years prior thereto. Annuity rates 
vary similarly, Table III notwithstanding. 
16:{B) In valuing any income interest under the 
regulations, the net annual income from any 
property “shall be deemed to be four percent 
ts eae bee oben ere 

(Regulation 10 (1) and 10 (3) in Schedule "B". 
ae Thus, where a person dies owning a 1/3 
interest in the income from property having a 
fair market value of $1,000,000, (but not own- 
ing the property itself, which are the facts | 
in the Rudd and Smith case) under the reg- 
eee the property would be deemed to produ 
a net annual income of 4%, being $40,000 and 
the deceased's annual interest therein would b 
assessed as an annual income of $13,333.00. 
The present value of this wmld then be caicul- 
ated by the use of the appropriate factor from 


Table III or IV, as the case may be and his 
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1 estate taxed on the resultant value. It would 
2| matter not that the property in question had 
3 never produced $40,000.00 in any year or any- 
4) thing approaching that sum, that the deceased 
5| has never received $13,333.00 in any year, and 
6 that his beneficiaries were never likely to 
7 receive all or any part of that amount. It 
“ would be valued just as though it were a 
9) Government guaranteed annuity of $13,333.00 
10| per year backed by all of the resources of 
a that country. 
12 ie oe Ee The prescribed standard of mortality set forth 
in Table I and forming, together with the 4% 
compound interest rate, the basis for ascert- 


aining the present value of life interests 

or life annuities under Table II is "derived 
from the 1937 Standard Annuity Mortality Table 
as published in Volumes 39 and 40 of the 'Trang- 
actions of the Actuarial Society of America" 

and representing the combined pire tei destined 

of men and women." (C.C.H. Canadian Estate 


ana Gift Tax Reporter at 5812.) 


tr 
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All actuarial authorities, including the. 
Dominion Bureau of Statistics, are well aware 
that: 

(a) in Canada the average woman outlives the 
average man by several years. In 30 to 

4O years of age group, her life expect- 

ancy is aporoximately four years more tha 


is. (Population mortality table: 
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(b) since 1937, when the mortality tables 
prescribed by the regulations were compiled, 
there have been many advances in medical 
science, such as the virtual elimination of 
poliomyelitis and tuberculosis, the many 
wonders wrought by the whole field of anti- 
biotics, the combined effort of which has been 
to render obsolete any mortality tables based 
on statistics available in 1937. (Examples 
from various mortality tables are set forth 
in Schedule "D",) 
2.08 The least semblance of equity would require 
such tables to be kept current. However, no table can 
be entirely equitable in any individual case, such as 
where a life annuity is dependent of the life of an 
epileptic or on the life of an astronaught. 
ei. The effect of a iia aan say five years, 
difference in the life expectancy of a person upon whom 
an income interest depends may be seen from Table III 


under which the present value of an annuity of $10,000.0 


a year 
for 25 years would be valued at $156,220.80. 
for 20 years would be valued at $135,903.30. 
ps Despite such glaring inquities in the regul- 


ations and tables themselves, these pale into insignifi- 
cance when compared with the many factors involved in 
determining the fair market value of a property, which 
are completely disregarded by the regulations invoked by 
Section 58 (1)(s)(1). Some of these were mentioned by 


Thurlow, J. in his reasons for judsment in the Burns 
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estate case (1959 C.T.C. 147 at 156 and 157) as. being: 

(a) the complete disregard of the security 
underlying a future expectancy. Thus, 
under the regulations a right to receive 
25 years hence, 10% of a property 
presently valued at $1,000,000. would be 
valued exactly the same as the right to 
receive, 25 years hence, the sum of $100, 
OOO, secured by property now worth 
$1,000,000, In other words no consideration 
is given to such things as the present 
nature of the property, whether it be 
Government of Canada bonds, penny oil sto¢ks 
or copper rights in Cuba; 

(bd) the uncertainty of the date when the assets 
would become distributable depending as i 
did in this case of the life of a single 
person; 

(c) the comparative values of other types 
of investments which a Ae prospectiv 
purchaser would consider before buying 
such an interest; 

(d) the marketability of such an interest. 

ite Other factors not specifically mentioned by 
Thurlow, J. in the Burns case butst forth in the appraig- 
al by Mr. T.P.N. Jaffray, which was accepted by His 
Lordship, were: 

(a) the mixed-bag nature of the underlying 
assets ranging from those of an invest- 


ment trust to the operation of a cattle 
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ranch; 
} 


(b) the small possibility of any say by the 
deceased or his beneficiaries, in the 
operation of the properties; 

(c) the investment policy of those in 
control of the properties and its effect 
on the prospects of future appreciation 
of the properties. 

24, Such factors will no longer be considered. Th 

loopholes, through which the appellants in the Rudd and 

Smith case and the Burns case found access to the Courts 

have been closed by the Estate Tax Act. 

Zoe That these loopholes ever existed is due to th 

fact that the predecessor section to Section 58 (1)(s)(i 

and the predessor regulations and tables now applicable 

under that section, while very similar in form were 
intended to serve a very restricted purpose. As 
amplified in paragraphs 26 to 32 inclusive, the valuatio 
rules prescribed under the Dominion Succession Duty Act 
were used merely to apportion between beneficiaries the 
aggregate net value arrived at with reference to such 
rules. 

20, The Dominion Succession Duty Act required two 

valuations. The first was to determine the Bes ale 

net value of an estate. This was done on the basis of 
fair market value untrammelled by any regulations and 
tables. 

5 io Having determined the aggregate net value of 

the estate, it then became necessary to sub-divide that 


value amount the beneficiaries to arrive at the dutiable 
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values of their respective successions. The total of 


these successions equalled the aggregate net value of 


the estate. 


28. The duty was then levied on the successions 


at a combination of: 


(a) 


an initial rate which depended on the 


aggregate net value of the estate, and 


(b) an additional rate which depended upon 
the value of the individual succession 
and the degree of kinship of the 
successor. 

25), A steht ly simplified example of this 


procedure would be as follows, taking 


(a) 


(b) 


(c) 


the aggregate net value of the estate to 
be $1,000,000; 
an life interest in the income thereof 


to the deceased's wife, aged 65 years 


at the date of death; 


the remainder to the deceased's son aged 
4O, and for the sake of simplicity, 
disregarding exemptions which are of no 


significance for present purposes. 
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Dutiable Value Rates of Duty 
of Succession Initial Additional Duty 


Life 

interest 

of wife 

$1,000,000 

xs, Obes 

$9.72295* $388,918. 12.9% 19.6% $126,398.35 

Future 

expectancy 

of son 

$1,000,000 

~ $306,916. . 611,082. 12.9% 24.8% 230,37 [. oe 

Totals $1,000,000. $356,775.20 

(*This formula is the aggregate net value at 
4% interest and the value from Table III of 
an annuity of $1.00 per annum on the life of 
a woman aged 65.) 

30, The insignificant part played by the regulations 


and tables under the old Act can be seen if we assume 
that the wife, because of her unusually good health and 
the many advances in medical science since 1937, had a 
far longer life expectancy than that prescribed by the 
tables, and also that money rates were low at the time 

ca 
of the husband's death. In the result, her life interest 
at the date of the death, was actually worth 4700, 000.00 
Recalculating the succession duties eae on this 


basis would produce the following resplts: 
| 
i 


- ; a 
Dutiable Value Rates of Duty 
of Succession Initial Additiona Duty 


Life , 
interest 
of wife $700,000. 12.9% 23.43 $254,100. 


Future 

expectancy 

of son Bc 

azed 4o 300,000. 12.9% 19.9% 98,100. 


Totals $1,000,000, $352.200. 
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1 aus It is readily apparent that despite the 


2 tremendously enhanced value ascribed to her life inter- 


2 est, the aggregate net value of the estate and the in- 

4 itial rate of duty remain unchanged. The total duty 

5 payable is virtually unchanged. The only change of any — 
6 significance is the shifting of duty to the wife's , 


7| succession from that of the son. This was Perey if 
8 any, Significance under the old Act because it was the 

9 invariable practice of probate lawyers to make all 
duties payable aie of the estate. 

Ses Under the old Act and regulations the Minister|'s 
discretion to determine rules, method, standards of mor- 
tality and value and rates of interest applicable to the 
valuation of annuities, terms of years, life estates, 
income or other estates and interests in expectancy was 
expressly limited to such interests occuring in the 
successions being taxed. They were not applicable where 
one of the assets of an estate was a life interest, 
future expectancy, etc. in some other estate or trust. 
cio In the Smith and Rudd case, the Seen 
attempted to use them to value an income interest which 
the Fisher saute had in the estate of the late Charles 
Woodward. The Supreme Court of Canada held that the 
could mt be so applied. 

34. Section 35 of the Dominion Succession pate Act 
was amended in 1952 (R.S. 1952 C.317,8.8.) to circum- 
vent the decision in the Smith and Rudd case and extend 
the powers of the Minister so that he could determine 
the rules, methods, standards of mortality, values and 


rates of interest to be applicable in the valuing of 
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1] every annuity, term of years, life interest, income or 

2 other estate or interest inexpectancy, whether it fell 

3 within a succession subjectt duty or not. However, no 

a change was made in the regulations. It was for this reason 
2 that the Exchequer Court in the Burns case held that 

6 the regulations were inapplicable in determining the 

7 value of a future expectancy which did not fall with 

8 the succaseinus being taxed. 

9 35% The Estate Tax Act has been passed and made 

10 applicable to all estates of persons dying on of after 


11 January lst, 1959. The same tired old regulations and 


12 tables have been re-enacted with appropriate technical 
13 changes in their form but none in their substance. The 
14 Department has achieved the power to value any income 


15 right, annuity, term of years, life or other similar 

16 interest or interest in expectancy in accordance with 

17 the rules, standards of mortality and interests cont- 

18 ained in the regulations and tables. They are now free 

19 to value such interests at double or treble their fair 

20 market value as they attempted to do in the Rudd and 

21 Smith case and the Burns case, and to tax them at 

22 double or quadruple the amount of tax which other types 

23 of property of a similar fair market. value would attract 
24 36. It is respectfully submitted aot such interests 
25 should not be subjected to such inequitable treatment an 
26 that the concept of fair market value should again be 

27 employed as the only basis of valuing any type of property 
28 for estate tax purposes, 

29 ca ae The may be simply achieved in the Estate Tax 


30 Act be deleting therefrom Séction 58 (1)(s)(1i) and extend- 
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ing Section 58 (1)(s)(ii) to "all property’. Equity 
will then prevail as every taxpayer under the Act will 
be on the same footing and a uniform concept of value 


will apply to all types of property. 


All of which is respectfully submitted. 
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SCHEDULE "A" 


Smith and Ruddv.M.N.R. 


Burns et alv.M.N.R. 


Value 
$213,667. 
200,000. - 
$ 13,667.@ 28% 


$ 67,230. 
60; 000. >> 


$ 7,230.@ 22% 


$810,647. 
180,000... = 


$ 60,647.@ 40% 


$486,035. 
450,000. - 


$ 36,035.@ 34% 


18 


Tax thereon 


$44, 000. 
3,828. 
$47, 828. 


$10, 200. 
1, o9%. 


$11,791. 


$227,500. 


24,259. 


$251,759. 


$119,500. 
12,252. 
$131,752. 
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SCHEDULE "B" 


Regulation 10: 


(1) the value of any income right, annuity, term of years, life 
or other similar estate, and of any interest in expectancy shall be 
determined 


(a) where the income right, annuity, term of years, 
life or other similar estate or the interest in 
expectancy does not depend on a life contingency, 
on the basis of compound interest at the rate of 
four per cent per annum with annual rests, and 


(b) where the income right, annuity, term of years, 
life or other similar estate or the interest in 
expectancy depends on a life contingency, on 
the basis of compound interest at the rate of 
four per cent per annum with annual rests and the 
standard of mortality as set out in Table I of 
the Schedule. 


(2) Tables II, III and IV of the Schedule shall be used as far 
as they may be applicable for the purpose of determining the value 
of any income right, annuity, term of years, life or other similar 
estate or the interest in expectancy. 


(3) For the purposes of subsection (1), the annual income 
from any property, after making all deductions shall be deemed to 
be four per cent of the value of that property as determined by the 
purposes of the Act. 
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(2) 
| SCHEDULE TO REGULATION 10 
TABLE I 


> 


Prescribed Standard of Mortality 


Years Rate of Years ‘Rate of | Years | Rate of 
6| of age Mortality of age Mortality of age _|__ Mortality 
jAt Birth .011310 


7 1 .005110 .004699 81 .093709 
| 2 . 003320 . 005068 82 .100723 
3 .002160 .005468 83 - 108229 
8 4 .001500 .005898 84 .116257 
5 . 001234 . 006362 85 .12483' 
9 6 .001243 . 006863 86 . 134000 
| a .001250 .007403 87 .143786 
10| 8 .001255 .007983 88 .154211 
9 001256 008613 plese 
10 .00125 . 0092 «iTV 
11 17 001257 010018 91 . 189709 
12 .001257 .010805 92 . 203062 
12 13 .001257 .011653 93 . 217216 
14 .001259 . 012566 94 . 232198 
15 .001262 . 013554 95 . 248059 
13} 16 .001267 | .014614 96 264796 
17 .001277 .015760 97 . 283515 
14 18 .001290 .016992 98 .305778 
19 . 001308 . 018321 99 . 331840 
20 . 001331 .019753 100 . 362122 
15 21 . 001360 .021297 101 .397579 
| ‘23 .001398 . 022958 , 402 . 438921 
16 23 .001442 .024749 103 .487276 
24 .001496 . 026675 104 . 542279 
25 .001561 .028751 105 .610442 
17 || 26 001634 030986 106 690722 
| 27 001721 ; . 033390 107 . 800000 
18 28 .001822 . 035978 108 . 833333 
29 1001936 .038763 109 1,000000 
| 30 . 002065 .041758 
19 31 .002212 044980 
32 . 002377 . 048444 
20 | 33 . 002562 .052167 
| 34 .002763 . 056167 
35 . 002981 . 060464 
Za 36 . 003216 | ,065081 
37 .003470 . 070032 
22 38 . 003742 . 075349 
39 . 004037 .081050 
| 40 .004356 . 087161 
23 | 
24 
25 | 
| 
26 | 
27 | 
28 
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ANGUS. STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Py 

1 

2 

3 

(3) -- 
4 TABLE II 
Present Value of Life Interests or Life Annuities 

5 The values of an annuity of $1.00 per annum on a single life based on the Standard 


of Mortality and the rate of interest prescribed for the purposes of section 58(1)(s)(i) 
6 of the Act. 


Years of age Years of age Years of age 


7 \|\to nearest to nearest to nearest 
Birthday Values Birthday Values Birthday Values 
$ 
8 At Birth 22.30082 ie : ; 
1 22.45817 41 16, 71038 81 5.08220 
9 2 22.47646 42 16.46085 82 4.83199 
3 22.45337 43 16,20648 83 4.58812 
4 22.40206 44 15.94740 84 4.35075 
10 5 22.33313 45 15.68370 85 4.12002 
6 22.25516 46 15.41547 86 3.89602 
1 7 22.17416 47 15414287 87 3.67883 
8 22.08999 48 14,86604 88 3.46848 
9 22.00245 49 14,58511 89 - 3.26492 
12 10 21.91133 50 14,30028 90 3.06805 
11 21.81646 51 14.01172 91 (2.87765 
12 21,71766 52 13.71966 92 2.69343 
i3/ 13 21.61479 53 13,42430 93 2.51491 
14 21.50767 54 We Geer e 94 2.34129 
14 15 21.39617 55 12,.82464 95 2.27131 
6 21.28013 56 12,52088 96 2.00311 
1 21.15942 Sif | 12.21484 97 1.83355 
15 18 21.03393 58 11,90684 98 1.66145 
19 20.90354 59 11.59717 99 1.48899 
16 20 20.76815 60 11.28616 100 1.31763 
21 20.62767 61 10.97413 101 1.14827 
t. 522 20.48200 62 10.66145 102 » 98233 
17 23 20.33109 63 10,34844 103 82082 
24 20,.17487 64 10.03549 104 66494 
25 20.01331 65 Soizies o 105 - 51082 
18] 26 19.84638 66 9.41120 106 36374 
27 19.67402 67 9,10063 107 22313 
19 28 19,.49627 68 8.79160 108 16026 
29 19.31314 69 8.48450 
30 19.12463 70 85h 7972 
20|| 31 18.93078 71 7.87762 
32 18.73166 72 7.57859 
33 18.52733 73 7.28300 
2111 34 18.31791 74 6.99119 
35 18,.10340 75 6.70353 
36 17. 88383 76 6.42033 
22|| 37 17.65918 77 6.14195 
38 17.42949 78 5.86865 
23 39 17,19475 79 5.60075 
40 16.95504 80 5.33852 
FREQUENCY FACTORS: If payments are to be made more frequently than annually, 
24 || the following additions shall be made to the above values: 
Annuity Payable Addition 
onthly 4083S 
¥ 0) Quarter ly . 37500 
Semi- Annually 25000 
26 
27 
28 
| 
29 | 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 22 
1 
2 
3 
4 
TABLE OI (:) 
5 Present Value of an Annuity for a Term Certain 
6 Values of an annuity of $1.00 per annum for any number of years not exceed- 
ing 100 based on the rate of interest prescribed for the purposes of section 58(1)(s)(i, 
of the Act. 
7 Number Number Number 
of Years Values of Years Values of Years _ Values 
8 : : : eee ar ee 
1 96154 18,90828 23,45626 
9 2 1.88609 19,14258 23.51564 
3 2.77508 19.36786 23.57273 
4 3.62990 19.58448 23.62762 
10 5. 4.45182 19579277 23.68041 
6 5.24214 19.99305 23.73116 
7 6.00205 20.18563 23.77996 
il 8 6.73274 20.37079 23.82689 
9 7.43533 20.54884 23.87201 
10 8.11090 20.72004 23.,91539 
es ae 6 8.76048 20.88465 23.95711 
12. 9,38507 21.04294 23,99 722 
13 9.98565 21.19513 24.03579 
13 14 10.56312 21,34147 24.07287 
15 11.11839 21,48218 24,10853 
14 16 11.65230 21.61749 24.14282 
17 12.16567 21.74758 24.17579 
18 12.65930 21.87267 24,.20749 
15 19 | 13.13394 21.99296 24.23797 
20 18.59033 22.10861 24.,26728 
at 14.02916 22.21982 |} 24,.29546 
16 22 14,45112 22.32675 4.32256 
23 14, 85684 22.42957 24,34861 
24 15. 24696 22,52843 | 24.37367 
17 25 15.62208 22.62349 24.39776 
26 15.98277 22.71489 24.42092 
27 22.802 24.44319 
18 28 24.46461 
29 24,48520 
30 24,50500 
19 31 17.58849 23,12181 
32 17.87355 23.19405 
20 33 18.14765 23,26351 ; 
34 18.41120 23.33030 
1866461 23.39451 
2i FREQUENCY FACTORS: If payments are to be made more frequently than annually, 
he above values shall be multiplied by the following appropriate factors: 
Annuity Payable Factors 
22 pon Ms nn pBioca ca St 
Monthly 1.018204 
Quarterly 1.014877 
23 Semi-Annually 1.009902 
24 
pa 
26 
a | 
28 
29 
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(5) 


TABLE IV 


Present Value of Deferred Gifts ‘ 


7|| Present Value of $1.00 due at the end of any number of years up to 70 based on 
the interest prescribed for the purposes of section 58 (1)(s){i) of the Act. 


Number 7 Present Number 
of Years of Years 
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1 
2 SCHEDULE "D" 
3 
4 Complete expectations of life 
5 Age Male Female 
6 : . (1) 
Population mortality table: 
Canadian Life Table 1955-1957 30 41.98 46.17 
7 40 32.74 36.69 
50 24.04 27.65 
8 60 16.54 19.34 
70 10.52 TZ 
9 80 5.89 6.75 


10! annuitants' mortality table; (2) 
Annuity Table for 1949 (without projection) 


1 30 47.63 52.17 
40 37.24 41.87 
12 50 27,49 31.93 
13 60 19.09 22.60 
70 12.07 14.38 
80 6.7% 7.97 
4 Estate Duty Prescribed Table 
1937 Standard Annuity Table 
15 (not rated down for females) 
s ie 30 41.91 41.91 
40 33.00 33.00 
7 50 24.78 24.78 
60 Ye ee 17,35 
18 70 11.60 11.60 
80 v.28 ye | 
19 


u 
f l cereal Life Tables 1955-1957 produced by the Dominion Bureau 


20|| of Statistics, Health and Welfare Division, Vital Statistics Section, 
and published under Catalogue No. 84-510 Occasional by The Queen's 
21|; Printer and Controller of Stationery in 1960. 


- 
22 ¢ \ onatrniee by Messrs.W.A.Jenkins and E.A.Lew and contained 


in their paper ''A New Mortality Basis for Annuities", Transactions 
of the Society of Actuaries Vol. I,No.I, p.p 369 - 466. This table 
was reproduced (with extensions to juvenile ages under age 10) in 

a volume entitled Annuity Tables" compiled, published and copy- 
righted by the Society of Actuaries, and printed by Wisdom Press 
Inc., New York 11, N.Y. in 1952. 
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1 DONALD C. McEWEN 
M.D.) PiBeG.8. (Cc), MR.CL0.9. 
2 Obstetrician and Gynecologist 
108 Medical & Dental Building 
5 Regina, Saskatchewan 


4) May 17, 1963. 


6 The Secretary, 

Royal Commission on Taxation, 

7 Ottawa, Ont. 

8 Dear Sir: 

9 The writer is a private Canadian citizen. Like most 

10 such Canadians the facts of life with regard to 

11 birth, taxes and death, are recognized. One accepts 
today that a fair and proportional amount of personal 
income will continue to be taxed in many ways, by 
different governments, in a democratic and res- 
ponsible fashion. 

It is hoped that the Royal Commission on Taxation | 
will consider one aspect of Urban and Municipal 
taxation of importance to every home owner and 

home maker in Canada. In particular it is submitted 
that Urban and Municipal taxes should be allowed 

as deductible from gross personal income tax 
purposes. 

Others closer to and more familiar with the growing 
financial needs of cities and municipalities will 
no doubt be appearing before the Royal Commission. 
Suffice it to say that rising mill rates of ncevis 
all such local governments reflect increasing needs 
of education, sanitation, flood and storm control, 
social welfare, slum clearance, traffic congestion, 


police protection, recreational facilities, bridges 
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i Bs 
and other areas of service for which these 
administrations are responsible. 

Details of gross ordinary revenue of municipal 
‘nsecrametinn! Chaeae year ending nearest December 

31, 1959, (Canada Year Book 1962, page 1054) 

reveal a gross total revenue of these governments 

in the year 1959 to be $1,764,574,000.00. Of 

this tremendous sum of money, exclusive of business, 
poll, amusement, sales, household and tenant, 
licenses, government subsidies and other sources, 
real and personal property taxation contributed 
$1,083,180,000.00 to this total. 

Home owners in Canada not only paid these taxes, 

but also their normal proportional contribution 

to income tax. This submission is to challenge 

the inequity of such a situation where direct taxes 
of such magnitude are not allowed deductible from 
gross personal income. 

To simplify the inequity of this situation it is 
necessary to be theoretical, for the average income 
taxation rate of home owners is not available. If, 
however, the average taxation rate of each home owner 
is 15%, not an unreasonable assumption, then home 
owners, over and above their normal income tax 
assessments, are supplying $165,900,000.00 to the 
income tax fund. If the average is 20% then 
$220,000,000.00 would be the amount in 1959, 
collected in income tax where total returns amounted 


to $1,580,041,000.00. 
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It is submitted that home owners in Canada are 
being unfairly exploited by taxation. Besides 
supplying over a billion dollars to finance urban 
and municipal governments they are supplying at 
least 10% of the total income tax resources of 
Canada, over and above their normal assessment. 
By such taxes not being deductible, each home 
owner attains or moves closer to a higher income 
tax bracket. It is further appreciated that 
local improvement of property results in increased 
assessed values which in turn results in increased 
urban and municipal taxes. 
Home building and home improvements are basic factors 
in our construction industries. To the extent they 
are discouraged so is unemployment increased and 
an obvious viscious circle encouraged. 
To regain these tax monies for the federal govern- 
ment it is submitted further that if such taxes were 
allowed as deductible for personal income tax, the 
lost $160,000,000.00 or $200,000,000.00 - whatever 
the sum involved, would be recovered by the Federal 
Government, increasing the rate on every tax payer 
in Canada 1%. It is appreciated however that the | 
lost $200,000,00 would still be taxable at oereaee 
rates, netting the Federal Government some | 
$40,000,000.00 and conceivably only those whose 
taxable income exceeds three, four or five 
thousand dollars would require the 1% increment 


to regain this lost income for the Federal Government. 
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All this is submitted by the writer believing the 
present double taxation of urban and rural taxes 
to be wrong, that, such taxes are destined to 
increase, and those citizens of Canada who are 
contra ponine so much by buying, or beautifying 
their homes and property can no longer afford 
to supply their cities and municipalities with 
tax monies and yet be penalized by continuing to 
supply about 10% of the personal income tax funds 
of Canada, over and above their normal contribution. 
Respectfully. submitted, 


Yours truly, 


Signed: D.C. McEwen, 


D. C. McEwen, M.D. 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 


2] Otto J. Steiner Banff, January 15, 1963 
P.O. Box 1258 
3] BANFF, Alberta 


5] The Royal Commission on Taxation 


6| P.O. Box 466 
7] OTTAWA | 
8 
9] Dear Sirs: 
10 According to my application dated November 29, 
| 


11) 1962, I would like to file herewith the following 

12] submission. 

13 This submission is in its main points based on 
14! the presumption that a modern tax act should amount to 


15 TAXATION ACCORDING TO THE ABILITY TO PAY 


To this however I would like to add the followin 


explanations of my interpretation of this principle: 
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TAXATION ACCORDING TO ABILITY TO PAY 


The wording of this principle easily gives the 
impression that taxes only should be levied if and when 
the economic circumstances of the taxpayer are such, that 
the charges would not hurt any more. Usually however, 
needs tend to grow with increases in income or, often, 
even a little faster. For this reason most, if not all 
taxpayers would never feel they had reached the point 
where taxes hurt no more, 

In these days however, the Government provides 
to its citizens many services which are just as essential 
as food, clothing and housing. Moreover, it is Pe. 
to basic ideas of democracy, that a majority of the 
populations, through the machinery of a democracy, can 
decide what the Government should do without sharing the 
costs of such decisions. 

While referring hereafter to the principle of 
"Taxation according to the ability to pay” it-is submitted 
that we should understand this as meaning that the burden 


of taxation should fall on taxpayers according to their 


ability to pay. 

A summary of my submission, based on this, is as 
follows: 
(1) Have minimum exemptions established for areas 
with the lowest cost of living. Allow additional exemp- 
tion of different amounts in areas with higher costs of 
living. 
(2) Abolish any differential in exemptions between 
children "qualifying for family-allowances" and others. 


(3) Incorporate a clause into the Income Tax Act 
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providing that, regardless of any tax arrived at according 
to any schedule, the maximum tax to be levied from any 
income shall not exceed 40%. 

(4) Allow a deduction from interest income equal 

to offset the reduction in purchasing power of the capital 
yielding such income during the year the interest was 
earned. 

(5) Re-introduce the surtax on investment income and 
make provisions to have it cover all such income. 

(6) Abolish the existing 20% tax credit on dividends 
from Canadian Corporations. 

(7) Provide, through appropriate clauses, that the 
hidden income derived from capital invested in private 
homes be included in the income tax return and subject 

to income tax like any other similar income. 

(8) Replace the present system of Estate taxes and 
use a Single tax rate, related only to the amount received 
by a beneficiary of an estate and the beneficiary's degree 
or relationship to the deceased. 

Abolish all fstate taxes between husband and 
wife and abolish or keep to a minimum Estate taxes between 
parents and children. 

(9) Abolish the present 15% withholding tax on 
interest income paid to foreign investors. 

(10) Replace the present corporation tax rates with 
one which makes the rates dependent on the ratio of the 
taxable profit compared to the corporations working 
capital. 

(11) Explore ways and means of giving the Municipali- 


ties additional revenues, including a cut into the proceed 
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of the general income tax to enable them to do away with 
property taxes. 

(12) Make capital gains from real estate generally 
taxable, reserving the income derived from legion tax to the 


Municipalities, or, where such are not existent, to the 


Provinces, 
(13) Institute and follow policies which in the long 
run will put municipalities in the first, Provinces in the 
second and the Federal Government in the third places as 
far as their duties and their tax revenues are concemed. 
(14) Have the scope of the advisory tax board 
suggested by the Lawyers and Chartered Accountants 
Associations enlarge so that this board studies and 
establishes continuously the maximum tax burden which may 
be imposed on individuals and corporatims without harming 
our economic development and defeating its purpose. 
(15) Explore the possibilities of a tax treaty with 
Switzerland by keeping in mind that a special advantage 
may be gained which would help to increase the flow of 
mortgage capital from Switzerland to Canada. 

Would you please accept the following explana- 
tions of these suggestions: 
1. EXEMPTIONS 

Have minimum exemptions established for areas 
with the lowest cost of living. Allow additional 
exemptions of different amounts in areas with higher costs 
of living. 
Example: 

A taxpayer, being single will be able to claim 


minimum exemptions of $1,100.00. If he earns $5,100.09 


A 
at 


gs gS wl uierttalen wae soeio patel! sme. seratsten | 
vaskeete 5 
| Saanet it #2 sath ee nom gates woe 1 
-— at ene otrtesson: wom yntts ooscte eget 


ae > geo > tgs diate ane et +t | aye ed et jena 


( ¢ 7 a : - i we ; Fi ak 
r ee | bane Peto twas! % + vi 
Pie 2 yl ‘ ‘4 ue 
‘ ™ oTBD alled oF nt on ate gioatr 22. ait srarecegepank. i’. ( 
ad tir cores eid antes et ~ Jano ai sores: ab- st 
Pi al ol, sguoritls Task Bia vigatire oo ots zope aii 22 jo 
, ( is } ; any ae ae 
/ 08. 000.24 m2 aidaxst od. .io metsad Jon elestanense qt 
ave geemed at 10.0582 2 gittias ap 
‘ee to besdant OF.0c06 wt qaiites ,f - B00, 82 nz eras ter eu scald 
, i p : a ZH 1 
ee, @: toa eM? spposdeiaA.. . seca? <2 OO, Of2e Seontsrens oveae fa 
% E : x ‘3 4 
= = pa 
t , ‘ ; Pe! ene a - 
yiiaipe sesyaqred teeud cc ameed de Soloed yi iateroe Te +t ; 
; ' ; et & 
oanse ened aid nf of of of O0itsl 32 Sent aotvis Bt tt ; 
j r fi \ i } f a 
hi rr vos ee ee ine Gory 
+ anne sity. oF gatbunone ooiseas? Taupe So sigtamiuy a. i ve 
wont? belesss tor ab Yeqg ov Bel 
Un | Nee Wn 
Yo assets drew PItb sctt at gabetl So tace oft ees { 
% 2Oe 


athe bes jativetas Yletounhiiy Gas Cee et Seem 


zi P ; > - 
a) : oe a o + Pap . ry wy ; ., 
mt epcdctemexs Lamoldibhs tae sis en Peomp elivree ers at a8 
_ y - : : = r é 
Sy : —= ae = oe hia pet 
(egeus woolver et eonmow?tt gaiveine sn vessel a pase traeese wat 
ft ‘ aT ae ia 


yi : 
| eepolitquexs Lemli.aba af = ans} \ becaubir: set pat ere thr tay 
al : Z > | S 


20.000. 86 w GOO. ot we agadeeq grtsoay = : 
, gz nevis od bivace rats sent 3 a HoT erehtaAGe mre & 
a) ) 


| fas a me tom ab erento 
a2 s 


orrets os pgean 
Tnpigs axertqwexe at Laisaemettnh we faxious ms 
Pon eneial tae Sevacvolity whe ~~ gabytaiaap” merhi lee 


er : et RAR AARC ootd. aah? tnesety Oty ”. 
oo MM 
; 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5 


per year, his taxable income will be $4,000.00, calling 
for a tax of $610.00, regardless if he lives in the 
Maritimes, where living costs are relatively low or in the 
West, where Living costs are higher or in the Northwest 
Territories, where they are excessive. This is usually 
offset by higher wages, etc. in areas with higher costs 

of living. 

Suppose that it needs $1,000.00 to take care of 
the difference in cost of living this taxpayer will then, 
if his wages are accordingly higher although he is 
economically not better off, be taxable for $5,000.00 
income, calling for $830.00 in taxes, un if the differenc 
amounts to $2,000.00, calling for $950.00 instead of the 
above mentioned $610.00 in taxes. Although the act, 
superficially looked at seems to treat taxpayers equally, 
it is obvious that it fails to do so in the true sense. 
The principle of equal taxation according to the ability 
to pay is not carried through. 

The cost of living in the different areas of 
Canada is well known and continuously established. While 
it is hardly conceivable that additional exemptions in 
accordance with the existing difference in various areas 
will ever be introduced (that is additional exemptions 
ranging perhaps up to $1,000.00 or $2,000.00 per taxpayer) 
"some consideration, on a lower scale, should be given in 
a modern tax act, 

2. CHILDRENS! EXEMPTIONS 

Abolish any differential in exemptions between 

children "qualifying for family allowances" and others. 


At the present time, the exemptions for children qualify 
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for family allowances is $250.00 less than for those not 
qualifying. A taxpayer with children qualifying will find 
that the greater his income is, a gradually part of the 
childrens! allowances he gets will be eaten ay the 
additional tax he has to pay on account of the reduced 
childrens! exemptions allowed to him on his income tax 
return for children qualifying. 


The loss amounts to $ 27.50 if he is in the 11% income tax 


bracket 
$ 35.00 do. 14g 
$4250 ay dade 17% 
$ 47.50 do. 19% 
$ 55.00 do. 225 
$ 65.00 do, 26% 


$ 75.00 do. 30% 
$ 87.50 do. 35% 
$100.00 do. 4O% ete, 
' The system allows that from a certain point on the 
taxpayer having children "qualifying" is, on account of 
the existence of family allowances, progressively venalized, 
as the tax deductions he loses exceeds the family 
allowances he gets for these children. The act seems to 
make sure that such taxpayer cannot escape this as it 
states that the fact that these children "qualify" is 
decisive. It does not matter if such allowances are not 
claimed or cashed, 
To undo with one act (Tax Act) what another act 
(Family Allowance Act) does it basically wrong. It will 


obscure the issue, 


A taxpayer in ecmomically better circumstances 
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1) will, as a rule, spend more money for his children. It is 
2|| understandable that family allowances cannot take care of 
3] that, but are uniform, The effect of the present system 

4] is however, that with the aid of the tax act he will 

5] have less and less of the fixed family allowances left 

6| for his children, until he reaches the point where he is 

7 at a disadvantage for having children. Following clear 

8] principles therefore calls, in my opinion, for: the 

9] abolishment of any differential between children Meagan g" 
10] for family allowances and others, that is, let taxation 

11] be governed only be facts related to it. 

12 However, the least which should be done’ is 

13 removing the term "qualifying" and replacing it by 

14|| “having received", A taxpayer, proving that he did not 

15|| collect family allowances although his children would have 
16|| qualified would then be at least able to avoid the 

17|| situation where he would be at a financial disadvantage 

18|| for having children "qualifying". 

3. INCOME TAX SCHEDULE 


Incorporate a clause into the Income Tax act 


providing that, regardless of any tax arrived at according 
to any schedule, ..the maximum tax to be levied from any 
income shall not exceed 40%. 

I do not know of ee yardstick by which one 
could really prove that a certain tax rate applicable to 
a certain income truly reflects the ability to pay. 

The present schedule shows rates up to 80% a 
the taxable income. This rate and a number of lower 


ones, however, violate, in my opinion, regardless of the 


fact to what income brackets they apply, the guarantee of 
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private property. There should also be taken into consider 
tion the well known fact that one may kill the goose layin 
the golden eggs. People in financial circumstances of thi 
type are often free to live wherever they ewedt This 


applies today far more than only 20 years ago, due to the 


tremendous improvement in travelling facilities. 
As a side product we may find that former 
Canadian ownership has, if such people moved out of the 
country to places with a more reasonable approach to 
taxation, now become foreign ownership. At the same time, 
the managerial skills of such people, formerly fully 
available to Canada, may gradually be lost. They are 
easily interested in opportunities at their chose domicile 
and even drain capital out of the country to finance them. 
If income of this size resulted from salaries, 
services rendered, etc. one can safely assume that people 
with the knowledge and skills commanding such remunera- 
tions, will in most cases simply refuse to take on any wor 
if it means that only 20% of their earnings will be left 


after taxes. The only way out to interest them will be 


in offering remunerations which, after deducting taxes 
still leaves a fair return to them. I suggest that a job 
worth $10,000.00 should leave at least $6,000.00 (after 
taxes) to make it worthwhile. To achieve this, one would 
have to offer for the same job $30,000.00 tc a taxpayer 
hit by an 80% tax rate. I suggest that as a reult of 

the present system a good number of exaggerated costs 

have now to be absorbed in increased prices of our 


products, 


It is my submission that any taxation exceeding 
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os of the taxable income is unrealistic and as a whole 
defeats its purpaoe. 

The susgested change would mean that the present 
rate schedule has to stop at the 50% rate, as it is alread 
at this point that a total charge of 40% of tre taxable 
income is reached. 

4. INTEREST INCOME 

Allow a deduction from interest income equal 
to offset the reduction in purchasing power of the capital 
yielding such income during the year the interest was 
earned. 

From 1949 to 1961 the consumer price index for 
Canada shows an increase of roughly 303. That is an 
average of 23% per year. Suppose a taxpayer had during t 
same period an amount of $100,000.00 invested in bonds, 
and earned an interest income of $5,000.00 every year. 
Looking back he will find that half of the interest 
received was needed to cover the "depreciation" on the 
value of the capital invested. In fact, any general 
price increase (and such increases seem to be a continuous 
process) means a depreciation of similar importance of 
any nominal assets (such as bonds, mortgages, savings 
accounts, loans), while other assets like share, real 
estate, inventories are bound to follow the general price 
increase, 

The situation as it exists now with regard to 
taxation of interest income would be similar to a tax act 
which makes all income earned by the help of machinery 
taxable, denying a deduction for the depreciation of the 


machinery used to produce such income. By using up the 
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full interest derived by a taxpayer from his nominal 
assets, he is simply depleting them. Such taxpayer's rea 
ability to pay is restricted to that part of his interest 
earnings which is left after having deducted uid amount 
needed to cover the decreases in purchasing power of the | 
capital producing this income during the period the 
interest was earned. 

To average year to year fluctuations in the 
rise of the consumer price index, it is suggested that the 
deduction allowed in a specific taxation year be the 
average of such rise which occurred in the 3 or 4 
preceding years. 

A plea for justice for this class of taxpayer 
is justified for two further reasons: 

(a) It has become standard procedure for the 
Government to strongly influence interest rates. This is 


part of accepted measures to counteract economic 


fluctuations, 

Our economy is influenced by capital cost on 
the one hand and labour cost on the other hand. What 
would labour say if it were pushed around in the same 
manner? Such measures can also, for the owners of bamds 
or mortgages, mean losses of thousands of dollars over- | 
night if they, for any reason, happen to have to sell die 
securities at reduced market prices brought about by an 
increase in the interest level. 

(bo) Hidden in payments made by Life Insurance 
Companies to any taxpayer, being a policyholder, are im- 
portant sums of accrued interest earned by such insurance 


companies, They are never taxable. 
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5. INVESTIENT INCOME 

Re-introduce the surtax on investment income 
and make provisions to have it cover all such income, 

A taxpayer's ability to work and earn wages, 
salaries, etc. is limited. He should, out of such earnings| 
be able to make savings to provide for old age. 

A person living on investment income (especially 
when interest income from nominal assets is treated as 
outlined under "Interest Income") does not have to 
provide for his or her old age as the source of income 
does not exhaust itself. Taxation according to ability 
to pay, therefore, demands that the tax burden of a 
taxpayer depending on his earnings be lower than the one 
of a taxpayer living off investment income, ’ 

However, the system previously in effect for 
assessing a surtax on investment income was rather in- 
complete. It did, for instance, not include investment 
income from a businessman's own capital, hidcen in his 
profit and loss statement. Later on income from real 
estate was also excluded, It never included hidden 
investment income from funds invested in a private home, 
ete. 

A just and equitable tax act could not tolerate 
the serious inequities resulting from such shortcomings. 
The difficulties connected with achieving justice are not 
zsreat and in no way out of proportion compared with the 
benefits from the results. Another way to achieve the 
desired result of a differential between earnings and in- | 


vestment income would be by introducing a capital tax on 


all assets a taxpayer owns. This, however, is far more 
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1] complicated ‘to achieve and often not satisfactory, as it 

2) hits the taxpayer with a uniform tax, regardless of the 

3], percentage of his income from his investment or even 

4] regardless if there is any income or not. 

5| 6. DIVIDEND TAX CREDITS | 


Abolish the existing 20% tax credit on dividends 


n 


7| from Canadian Corporations. 


oo 


This is a left-over from the time when the tax 
9| rate for corporations amounted to 20% and the refund was 
10| meant to do away with double taxation. That is to say, 
11| taxing the profits of a company and taxing them again in 
12] the hands of the shareholder, In the meantime, corpora- 
13] tions have been subject tc much higher taxation. The 

14]| present situation, therefore, amounts, to a great extent, 
15] going through the motions of something which has lost 

16 its meaning. It complicates things unnecessarily. 

17 On the other hand, it is generally agreed that 


18] taxing corporation profits as such and dividends in the 


a Ce Ee ae ere Ee 


19] hands of the shareholders is, to a great extent not true 
20|| double taxation, as corporations tend to add their taxes 


21] to the costs of their products. Corporations complain, 


22) and in my opinion with reason, that the Canadian corpora- 
23] tion tax rates have reached such a high level that they 
24] impair the ability of our country's industry to compete 
25 with the industries of other countries on the world 

26) market. 

27 For budzetary reasons there will certainly be 
28} strong opposition to allowing substantial reductions in 
29] corporation tax rates to acknowledge these arguments. 


30] The abolishment of dividend tax credits would, however, 
| 
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make funds free to cover the effects of a reduction in 
corporation tax rates. The shareholder may also realize 
that for such reduction of corporation tax rates higher 
dividends will be possible, offsetting the loss of 
dividend tax credits. 

7. CAPITAL INVESTMENT IN HOMES 


Provide, through appropriate clauses, that the 


homes be included in the income tax return am subject 


to income tax like any other similar income. 


Bos ee eee 


Example: <A taxpayer, forced to live as a tenant or choos 


"for any reason to do so, may face the following situation: 


Suppose he earns $10,000.00 


and holds $20,000.00 in bonds with 
a return of 


thus: arriving at a net income of 


If he is entitled to only basic 
exemptions of 


he will have a taxable income of 


for which he will pay $2,170.00 in taxes. 


If, however, he decides to buy a house for $20,000.00 
cash, using his bond capital for this payment, his taxable 
income will desalted ay drop by $1,100.00 to $8,900.00, 
with an income tax charge reduced to $1,840.00. The 
saving amounts to $330.00 per year. | 

Of course, as a home owner he will now have to 
pay property tax. Everybody knows and admits, however, 
fhat tenants pay property tax as well, included ih the 
amount of their rents. 

The amount of the hidden advantage and the 


hidden income accruing under the present system to a home 
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owner is determined by the degree to which he can make 

a cash down payment and replace mortgage interest payments 
through his own funds. Already for this reason this syste 
is not equitable. 

Furthermore, it prevents us from establishing 
the true total income of a taxpayer. This sum, however, 
determines the tax rates applicable. For this reason 

the principle of taxation according to the ability to pay 
is violated. 

The proper remedy would consist in assessing a 
taxable income from homes in the same manner as it is 
established for revenue property. ‘The missing rental 
income would then be replaced by an estimate of the rental 
value of a home, occupied by its owner. This, however, 

is relatively cumbersom, The following procedure could 
be considered instead. The market value of homes is 
generally expressed in the existing assessment for 
property taxes, Deduct from this value the amount of the 
mortgage carried and assess a certain percentage (which 
may be equal for instance to the existing average yield 
of Government bonds) as net taxable income from such 

home, 

It is suggested that additional income tax 
revenue derived by this manner from home owners be 
established for each Province and made available to them 
with the condition that they may be used to lessen 
property tax burdens (including those on revenue properties) 
or better still, eliminate property taxes altogether. 

8. ESTATE TAXES 


Replace the present system of “state taxes and 
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use a Single tax rate, related only to the amount received 
by a beneficiary of an estate and the beneficiary's degree 
of relationship to the deceased, 

Abolish all Estate taxes between husband and 
wife and abolish or keep to a minimum Estate taxes | 
between parents and children. 

Estate Tax requirements very often force husband 
and wife to break up the economic unity between them which 
would otherwise eee This is fundamentally undesirable. 
Depending on economic circumstances, the knowledge of the | 

roblem, and legal help, Estate taxes can, in most cases, 
be avoided in connection with the death of one of the 
marriase partners. <A tax which can, legally be avoided, 


depending on circumstances which have nothing to do with 


the reason for which the tax was imposed is not a good 
tax, A wife may often find she has to pay Estate Taxes 
for an estate her husband left which, in one way or 
another she has helped to create. 

The Commorientes Acts of the Provinces provided 
that in case of a simultaneous death of husband and wife 
anc where there is no possibility of determining the 
exact time of the death, it is presumed that the younger 
partner survived the older one. As generally the wife is 
younger, this assumption is a very advantageous one for 
the treasury. It may in many cases charge Estate taxes 
from husband to wife and immediately following, from her 
to the beneficiaries of her estate, often the chf{ldren. 
It is suggested that this is, from a legal point of view, 


avery questionabie procedure. In view of the rather 


Shaky grounds on which Estate taxes between husband and 


on Pan eck tha “eh 
ca ee od onl tea #8 aagheael ae 


Tk: 


+ aad Dotivung : se rc lial a0 Maw At 
527. ' ra ; 7 
 Xiaternaee tase ot wertl eetatoo wit ‘ptemneen Maal é et 
j iy, 4 
a im 
vis P ndiiees atecet add -ad Tisaouth x ye 
tay Meow of based sdasueringey xsd wisva® pe ; 
a 
_ t stunts madd 28 yabbesr cogy}e ,soenenterr fy 
a of eiead gatinar fa omtiherfl pag yo .*2 ta 
; 7” 
f | 
o ears ssiyesdoek sew) vattoar eis yad! Corawe teres Ty . 
westeredd al g1 ..teviegnd enti inet petition @eid ee he 
+ , ; 
hatoeexes od bf yore asthLteie' ot wsizoeped sadl bedoletian ge 
we P m . ¥ 4 
$lia 4 3s Syst Te [ na oe Te) Bans hf Sueiag wiclisd +4 
‘ ? 
of sats beJoon i [om Ji , Merrbis os @ weed wm: <id¢e 23 
P * Date » ae ~ eu 4 
grnitesim cf seleses pier Yea ertiion assess cas isi 
* <4 ‘ ™ _ j a) 
eRetecis as % = We whl mi soaeriss & = pF 
. F 
Ad wh b Sige ~ “? 4 ra 7. a” i od PT ‘ fe ~ ® 
on panesave op ~ Son nc ARn  Tern P se yt 
m xel gnatblortdz Pi tersotg a ce ‘ iat 
oF / E w y oF ‘ ee i . 4 
r ) 
esgeice ail stow at et 3 cr 
a ie e; 4 1 
£27 M ~ ‘ fea J > ~ i, ea 
ent is * : f i Po) « f t ey 
| nee at ae oe thew? <isce ’ : : 
ev = , Lf « 2 MNAs : = "i a= i™ = i + : 
SB vfseetet xorg: Je tases , pis sr # 0h 
, 
A sf wee ory + is We . ~ 7 + os ? ve 
a : ; : ~ = “ 
Ses tc > gan? B oa % f ad ral 2 soar ' 
~~ « “ wo Shh ’ sa i 
} 
+ «et . v4. bed eres att [fe to motdowtel jeer 
16G 2 at mts 2 A | wa & —— - Pe owe +/ aes. F 
; = psy 
’ j 
: : Sez teal ef f3el : hey daygion> i - 
, \ 
om 249 oo feos Laticess-i soee?. ni gatas % ( 
wi i 


Y tre ar = ‘ed 
tro gointoredab bast wesc oo! fe Jeo trial ina bel 1 


Severe Teval tasedinf 260 fat? enotedo oF Jf .Wostt9 +e 

i « — - 

\ sect? PLecdee 2 seaneeroge! sang 1 |! ) vrtmes 6 a Les ar 
ry ‘aa ; . 


ANGUS. STONEHOUSE & CO. LTD. 6 
TORONTO, ONTARIO 1 


wife can be defended, it would also be more appropriate 

it the act, in such cases, provided that if death came 
simultaneously, the estates from both went separately and 
directly to the peneficiaries. 

Estate tax requirements tend to break up family | 
businesses, often leading to them changing hands to 
foreign owners. They are another force destroying some of 
the ties holding families together. It is therefore 
submitted that bequests to children should be exempted 
before calculation of taxes or that a lower rate be appli- 


cable on bequests to children, It may be noted that in 


| 
some cases children may greatly assist in creating 
assets for their parents in the same manner as spouses. 
9. WITHHOLDING TAX ON FOREIGN INVESTMENTS | 
Abolish the present 156 withholding tax on 
interest income paid to foreign investors. 
Except for interest from contracts in existence 
at the time when this tax was first introduced, the tax 
was never really paid by any foreign investors. Without 
this tax we could have gotten their funds at an interest 


say, approximtely 5% instead of 65 or approximately 5% 


| 

| 

| 

| 
rate which would have been just 155 lower, that is to | 

| 
instead of 7%. The foreign investor, in making his | 
decision to invest will always wish to see that if, after 
deduction of all the taxes levied by a country, there is 
enough return left to interest hin. 

Thinkins in terms of capital cost on the one 

hand and labour cost on the other nand determining our 


prices, it is obvious that the interest level prevailing 


in a country is of great importance, I submit that 
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1] Canada has a very high interest level. It may well 

2 represent the upper extreme to be found in countries with 
3/ a similar economic System. I happen to have a very good 
4 kmowledge of economic conditions in Switzerland, another 


5] industrial nation. Her interest rates amount to only 


fo.) 


roughly one-half of those prevailing here, Fven taking 


7) our special circumstances into consideration, it is my 


co 


| 
| 
belief that our interest rates could and should be about | 
91 305 lower than what they are. 
10 Half of this difference has been created 
11) artificially by the introduction of the withholding tax 
12] on foreign investments. Its effect is that Canadian 
13 investors, due to its protection, can command an interest 
14] rate which is 6% instead of only 54, or 7% instead of only 
15| 63, as outlined above. In fact, the tax should better 
16) be renamed: Withholding Tax for the Protection of Canadia 
17 investors, for the effect of such a tax is similar to 
18| a customs duty. 
19 When we realize that the tax is actually not 


20 paid by the foreign investor, as the intention was, we 


a are again faced with a situation where we go through the 

22! motions of something which has lost its meaning. It may 

23} be noted that going through these motions means considerablle 
24) administrative cost. 

25 It is respectfully suggested that bringing 

26) interest rates in Canada down to more reasonable levels 

27 4s not only of sreat importance for our economy, but 

28] also something social justice demands. | 
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one which makes the rates dependent on the ratio of the 
taxable profit compared to the corporation working 
capita, 

Example: A taxable profit of $50,000.00 means at the 
present time: 


21% corporation tax on the first $35,000.00 
profit $7,350.00 


505 corporation tax on the next $15,000.00 


profit _$7,500.00 


TOTAL $14,850.00 


This is due no matter how much capital was involed in 
making the business, producing this profit possible. 

If the working capital ny ie amounted to 
$200,000.00, the business is a highly profitable one, as 
it showed a profit of 25%. The tax rate amounts to 
roughly 30% of the profit. If the working capital 
required amounted to $2,000,000.00, however, a profit 
of $50,000.00 amounts to only 23% and is far from being 
even satisfactory and the tax charge will be 305 of the 
wofit. 

The principle of taxation according to the 
ability to pay is entirely neglected. At first sight 
it may be difficult to Petes how it could be achieved. 
The principle, however, is relatively simple. The 
Government should institute a sliding scale of tax rates 
@pendant on the ratio of the taxable profit to the 
working capital of oe business. Suppose this rate 
equalled twice the percentage of the profit shown. This 


would in the above cases mean: 


A Corporation with $200,000.00 working capital and a profil 
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of 255, the tax rate is 50% and corporation tax 
is $25,000.00. 
On the other hand, a corporation with $2,000,000.00 
working capital and a profit of 23% with a corporation 
tax rate of 5%, the corporation tax would be $ 2,500.00. 
The net result for the treasury would be roughly the 
same. It has been repeated ever so often by responsible 
people that the present taxation of our sear ne © 
is much heavier than the ore industries of countries with 
which we have to compete, have to face. This impairs 
our economic growth, It is also a fact that the moment 
corporation taxes amount to 50%, as it is now, the 
standard rate for larger corporations, there is a great 
tendency by the administration to take expenses lightly, 
as every dollar spent actually costs the company only 
50 cents. The end effect is waste and a further lowering 
of our ability to compete with industries operating under 
different conditions, more suitable to promote efficiency. 
With the suggested abolishment of dividend 
tax aedtee ee should be possible to plan on a rate 
schedule for corporations with the aggregate net revenue 
reduced accordingly. It is submitted that a 40% tax 
ceiling, similar to the one suggested for individual 
taxpayers should be instituted. | 
Under such a system, it would at the time of 
incorporation of a company be necessary to determine the 
amount of the share capital carefully in order not to be 
at a disadvantage taxwise. This is not the case at 
present. One may find many companies where the working 


capital consists of loans advanced by the shareholders 
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or proceeds from the sale of bamds and debentures. The 
share capital, however, may be of an entirely nominal 
nature and size, 

In the cases where there is an 1neeTaABe this 
could be corrected at the time of introducing a sliding | 
scale tax. Loans, bonds and debentures declared as 
working capital would be accepted as such for determining 
the tax rate, while on the other hand, the taxable profit 
shown by such companies would be increased by interest 
payments made and deducted for such loans, bonds, etc. 

It. EROESRTY TAL 

Explore ways and means of giving the Municipali- 
ties additional revenues, including a cut into the 
p roceeds of the general income tax to enable them to do 
away with property taxes. 

Property taxes generally do not tax according 
to the ability to pay. As far as homeowners are concerned, 
the size of their homes may to some degree reflect their 
ability to pay. However, the fact that property taxes 
are levied regardless of the fact of whether a mortgage 
exists and of what size, entailing interest charges, 
éstroys nearly all of its qualities in this regard. 

As far as business properties are assessed for 
property taxes, they are canpletely useless for achieving 
taxation according to the ability to pay. Some businesses 
require much property, others little or practically none. 
It is submitted that property taxes are outdated and 


generally proof of a backward taxation system. 


Some thought may be given to legislation 


providing that any savings of property taxes, if reduced 
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or abolished, are to be passed on in a reduction in 
rentals charged by landlords to their tenants, at the time 
of removal of the property tax. 

12. CAPITAL GAIN TAX FROM REAL ESTATE 

Make capital gains from real estate generally | 
taxable, reserving the income derived from such tax to the 
tunicipalities, or, where such are not existent, to the 
Provinces. 

Capital gains from real estate are largely 
dependent on improvements brought about by works financed 
from municipal funds. A capital gain tax is, for this 
reason, justified. Two factors may influence the rate 
structure. One is the time during which the property was 
held ‘and the other the percentage of profit made. 

The higher the percentage of profit, the higher 
the rate. This basic rate would then be subject to 
reductions according to the length of the time during 
which the property was held. Profits realized in a short 
time will be subject to the maximum rate applicable 
according to the percentage of the profit. 

when determining the profit made a taxpayer 
should be allowed to add to his purchase price an amount 
offsetting the decrease in purchasing power of the capital 
inw lved during the time the property was held nloohains 
to the remarks in the paragraph, "Investment Income", 

Provisions should also be made to allow 
additions to the purchase price of any expenses incurred 
on the property by the taxpayer which he could not deduct 
fron his taxable income. However, in the case of private 


homes, such expenses would be deemed to have been 
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deductible, if only a net income (consisting of a per- 
centage of a difference tetween market value and mortgage) 
as outlined in the paragraph "Capital Investment in Homes" 
were added. | 

Any improvements made which exceed normal care | 
and maintenance would have to be added to the purchase 
price, 

In cases where such capital gains made are 
subject to the ordinary income tax, it should be stated 
that the claim of the municipalities to the capital gain 
tax proceeds any claim of the Federal Government out of 
the income tax act. A taxpayer, seeing himself subject 
to both claims would then have the right to deduct from 
the ordinary income tax due to the Federal Government 


the amount of capital sain taxes already paid, restricted, 


of course, to the additional income tax due to the 


Federal Government on account of its claim to include 


the capital gain made in the ordinary taxable income. | 
Capital gain taxes are generally due at a time | 


\ 


when the taxpayer has cash on hand (that is, after a sales) 


and therefore not too difficult to manage. Unbeaateet natin 
high rates lead here, as well as in any other tax field, 

to all manner of tricks to evade the tax. Pere ae to | 
my experience, the maximum rate should not exacad 25% | 
of the taxable income to avoid most of the dangers. 

Property may, for instance, be held by a linited 

company and change hands through the sale of its shares. 

It is not too difficult to word a tax act so as to cover | 
capifal gains realized by this manner and not shown at all 


through a transfer of property at the Land Titles Office. 
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1 Special problems arise in the case of subdivi- 

2] sions of farm land. Gradual sales of part of a farms! 

3] area makes farm buildings gradually useless and worthless. 
4] A farmer has to be allowed to write off the value of such 
5] buildings as the area they used to serve is reduced. | 
6] 13. MUNICIPALITIES, PROVINCES, DOMINION 

Institute and follow policies which in the long 
run will put municipalities in the first, Provinces in the 
second and the Federal Government in the third places as 
far as their duties and their tax revenues are concerned. 

At the present time we have a situation exactly 
opposite to what is stated above. 

It is submitted that at the time it was necessary, 
appropriate and in the interest of Canada to have tax 
priorities as we know now. A certain ground work had to 
be done, The state of development of the various parts 
of the country differed at that time far too much to make 
it possible for certain parts of Canada to play their part 
in building this groundword (railways, highways, etc.) 
entirely independently. It is my opinion that we have 
passed this stage to a large degree. More local administra- 
tion strengthens the sense of responsibility of the people 
in charge of it and of the population in general who, 
through the various means of a democracy, make the 
decisions. The results are better value for our tax 
dollar. In this connection, it may be noted that the 
Glassco Commission seems to have established, for instance, 
that the Federal Government spends a sum of $200 ,000 ,000. 0p 
yearly for travelling costs of its civil servants. It 


would appear that such expenditures could easily be cut 
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by 75% in all cases where matters looked after by the 
deaepes Government were shifted to Provincial administra- 
tion. 

Although I realize this to be wishful thinking 
at this moment, and would require major constitutional | 
changes, it is my opinion that.a desirable state of affair 
would be if Federal, provincial and muricipal duties were 
rearranged so as to have their costs adequately covered 
by a tax system leaving approximately 45% of the nation's 
tax income to the municipalities, 30% to the Provinces 
and 25% to the Federal Government. 

14, ADVISORY TAX BOARD 

Have the scope of the advisory tax board 
suggested by the Lawyers and Chartered Accountants 
Associations enlarged so that this board studies and 
establishes continuously the maximum tax burden which may 
be imposed on individuals and corporations without harming 
our economic development and defeating its purpose. 

Such findings of an independent body of experts 
in the field would, in my opinion, -be a valuable guide 
to Federal and Provincial Parliaments and municipal bodies, 
Failing to fulfil this function it would at least act as 
a guide to interested voters, when a new @lection comes 
around, as to the feasibility of certain iceman by 
certain politicians at such times. Such a body would, in 
short, be something to refer to by anybody who tries to 
make us understand that a Government, as well as an 
individual, has to shape its actions according to what 
it can afford and not what might apvear to be desirable 


or even, as we are often inclined to feel, necessary. 
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TAX TREATIES 


Explore the possibilities of a tax treaty with 


Switzerland by keeping in mind that a special advantage 
may be gained which would help to increase the flow of 
mortgage capital from Switzerland to Canada. 
Based partly Sas special conditions pre- 
vailing on the Swiss money market, first mortgages command 
in Switzerland, over a long period of time, a return of 
only 359. Our rate is, as we know, just double this 
amount and only a little below for Government guaranteed 
_(NHA) mortgages. That is a tremendous difference. 
Differing from many other countries, our land 
registry system, in many of the Provinces, is simple and 
dependable, which is important to an investor. 
The influence foreign mortgage funds can 
exercise in our economy, is negligible. Add to this that 
Switzerland, due to her size and foreign policy, is probably 


the country where the least influence-ever will be 


Switzerland is, nevertheless, a relatively 
important. financial center, «where large funds can be made 
available, As far as mortgage funds are concerned, the 
¢ that we stabilized our dollar may be of importance. 

vanada never entered into a tax treaty with 
switzerland. Iwas informed by a reliable source that 
swiss efforts to eome to such an agreement met with little 
interest from Canada. , There are, of course, very few 
Canadian investments in Switzerland compared to Swiss 
investnents in Canada. Any cacessions made by Canada 


in such a treaty would, therefore, in all probability, 
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1 afford greater benefits to Canada, measured in frances, 

2] than to Switzerland. 

3 The absence of a treaty is generally not 

4] conducive to Swiss investments. Swiss web ichae would 
5|| be preferred over investments from other sources where | 
6] undue influence in our country!s affairs are feared, 

7 One factor may also have been overlooked when 
8] assessing the situation. Swiss tax acts make mortgages 
9| (tht is, their capital as well as earnings) taxable in 
10| the hands of the mortgagee at his domicile. This is 

11| contrary to principles prevailing in a number of other 
12] countries. 

13 When negotiating tax treaties with other 

14|| countries, Switzerland found herself under pressure in 
15] her effrots to upholding this principle. She then 

16|| generally agreed to make a concession in this regard, 
17 abolishing this tax burden from Swiss taxpayers nolding 
18) mortgages in a country with which Switzerland entered 
into a tax agreement. It would appear, therefore, that 


there should not be any difficulty having the same clause 


inserted in a treaty with Canada. This would make 


investment of Swiss funds in Canadian mortgages that 


much more interesting and, provided one agrees with the 
idea that this is desirable, to the advantage of our 
economy. 

To all of this I may add that my knowledge of 
details of our tax act is somewhat restricted to the one 
gained as a taxpayer. 

Unfortunately, the time allowed for these 


submissions is rather short and the time available to me 
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further restricted by the fact that I have to go abroad 

on the 23rd of this mmth and stay away for about five 
weeks. I would otherwise have tried to find an expert 

to check into all details. It may be, therefore, that IL 
have erred in some details, especially with regard be 
more recent changes in Ens tax act which may have been 
made, 

Should this be the case, please accept my 
apologies. I truest that the members of your Commission, 
being all experts in this field, will, without much effort 
be able to locate such errors and I am quite willing to 
have parts of the submission based on such erroneous 
premises stricken out. 


ALL OF WHICH IS RESPECTFULLY SUBMITTED, 
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SUBMISSION OF THE ALBERTA WHEAT POOL 
TO 
THE ROYAL COMMISSION ON TAXATION 


AUGUST 1963 


To Kenneth LeM. Carter Eaq., Chairman 
and the Mernbers of the Commission. 


Honourahle Sirs:- 
PREFACE 

The Alberta Wheat Pool, om behalf of its 50,000 
members, appreciates the opportunity of contributimg to a study 
on taxation through presentation of a brief to the Royal Comrmis- 
sion on Taxation. 

The Pool was formed in 1923 in a time of great ec - 
onomic stress, in respomse to grain producers’ demands for an 


orderly marketing system. 
The orgamization hoids as its objectives: 


To own and operate an efficiemt and financially 
sound grain handling and seed marketing system on 
a co-operative basis which will offer producers the 
highest stamdard of service at the lowest possible 
cost and provide them with fair and equitable treat- 
ment; 


To give leadership in shaping grain marketing 
policies on both the nationai and international ievels 
in the best interests of grain producers, keeping in 
mind their need for stabilized prices and economic 
security; 


To provide sound and vigorous representation 
on matters affecting the social and economic position 
of the farming industry and to make every effort to 
secure for agriculture the returns and the recogni- 
tion it is entitled to as a basic industry of the nation; 


To provide accurate information, to farm 
people, on all matters vital to the welfare of agricul- 
ture; and 
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(ii) 

To assist in the development of the co-cpera- 
tive movement in the firm belief that it can offer 
farm people service, savings and protection obtain- 
able in no other way. 


Service to its members is the primary purpose of the 
Alberta Wheat Pool. 


The Alberta Wheat Pool is an excellent example of 
democracy in action. Its government and control rest in the hands 
of its 50,000 member-owners. At the annual meeting,normally 
extending over a period of ten days, delegates elected by all 
farmer-owners review the business of the previous year and for- 
mulate the policies to be followed by the Pool for the coming year. 
The 1962 Annual Meeting directed specific attention to the taxation 
question resulting in the presentation of this submission. 

The purpose of this brief is to present an objective 
analysis of the co-operative position in the national economy, 
with particular reference to the Alberta Wheat Pool. Attention 
will primarily be focused on several areas of misconception in so 
far as the question of co-operative tax: ion is concerned. 

Firstly, the idea that co-operatives "are really no 
different from other businesses" represents a common misunder- 
standing behind the attack to change methods of taxation as they 
apply to these organizations. For this reason, it is necessary 
to consider some of the history, theary and philosophy of co- 
operation, in spite of the sornewhat tedious nature of the task. 

A section of this brief dealing with these items is included so 
that some information can be provided to show the very impor- 
tant and basic differences between co-operatives and other busi- 
nesses. 

To further illustrate that such differences exist 
and that they are related to tax legislation, a section dealing 
with tax treatment of co-operatives in other countries is also 
included. This section indicates a general world-wide unani- 


mity in tax treatment of co-operatives, in universal recognition 
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( iii) 
of their worth to society. If anything, this comparison reveals 
that less recognition of this fact is tee co-operatives 
through Canadian Tax Law than in other countries of the world. 
In order to analyze more completely the position 


of co-operatives in the economy with reference to tax legislation, 


it is also SEA: SP consider various contributions made by 
these organizations. Subsequent sections of the brief indicate 
that because co-operatives in this country are financed, con- 
trolled and owned by Canadians, and that the benefits of such 
ownerships accrue to Canadians, these organizations make a 
contribution to the maintenance of Canadian ownership and 
alleviate balance of payments problems which are currently 
serious trouble spots in the economy. In addition, co-opera- 
tives perform an important regulatory function as a counter 
force to possible abuses which may arise from concentration of 
power in service and manufacturing industries. Even though 
orderly marketing of grain is now an accomplishment, the con- 
tinuing presence of the Pool has no srnali influence ie maintain- 
ing an equitable method of grain handling for farmers. Further- 
more, the Pool continues to make substantial public service and 
economic contributions which are available both to members and 
non-members, over and above what they could obtain elsewhere. 
These contributions are ee described in this brief. 

Because co-operatives not only provide such bene- 
fits at the individual level but often provide services that are in 
accord with those performed by governments themselves (for 
example, they provide similar services to marketing boards in 
some cases, etc.) these facts merit consideration in assessing 


the tax situation. 


A second area of misunderstanding is that relating 


to co-operative growth. There are those who would argue that 
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(iv) 
co-operatives have an unfair advantage over other forms of busi- 
ness in that they are able to borrow back a portion of the annual 
patronage dividend to be retained in the form of reserves. Itis 
further argued that because of these so called advantages, co- 
operatives will eventually take over from many other businesses. 
In answer to these criticisms, this brief places co-operative 
growth in the proper perspective, indicating that in most cases 
co-operatives represent a very small portion of total volume of 
business in each of their respective fields. It is also established 
that co-operatives have grown for much the samme reasons as have 
other efficient organizations. There is no evidence that co-oper- 
ative growth can be attributed to particular tax treatment, nor is 
there any evidence that many other types of business will be dis- 
placed because of this growth. 

In the case of the Alberta Wheat Pool, which has 
played no small part in correcting abuses suffered by grain pro- 
ducers during the early period of grain narketing in this country, 
the share of business was largely determined at inception when 
farmers registered their dissatisfaction with existing marketing 
methods through support of co-operative enterprise. The Pool 
market share today is not too much different from that established 
in the late 1920's. It ma appear, therefore, that there is very 
little relationship between the sise of the market share and methods 
of taxation. 

As further evidence that this is so, the brief provides 
an analysis of Alberta Wheat Pool capital spending, indicating that 
funds for this purpose have largely come from sources other than 
those set aside for members’ reserves. 

Yet a third misconception relating to the question of 
co-operative taxation concerns equity. An economic-analysis is 


presented on the nature of the patronage dividend, indicating that 
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(v) 
inequity relating to co-operative taxation as against corporate 
taxation is more imaginary than real. 

It is contended by the Alberta Wheat Pool that 
any tax program, of necessity, must consist of principles of 
economic and secial justice amd must also be consistent with 
long range economic planning. Only in this manner may the 
burden of govermment services be equitably dispersed among 
the various individuals in segments which contribute to the 
nation's wealth. It is hoped that the presentation of this brief 
wili, in so far as tax problems are related to the co-operative 


field, help contribute to this objective. 
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SUMMARY 

he This brief has endeavoured to point out and emphasize 
the important and distinct differences between businesses car- 
ried on under co-operative principles and other forms of bus- 
iness. It is submitted that tax iegislation should recognize 
that co-operatives are non-profit organizations insofar as 
member business is concerned ard that in respect of such 
business they receive no taxable income. 
aa It follows that the principal of taxing revenue of the 
co-operative in the hands of the members should continue to 
apply and that only such portion of a co-operative's revenue 
which is not allocated as patronage dividends in any form 
and is retained by the co-operative should be considered as 
"income"! of the co-operative subject to tax. 
3 It is submitted that there is no valid reason to im- 
pose a tax penalty upon a co-operative because members see 
fit to loan to the co-operative funds which have been allocated 
to them as patronage dividends. This >rief has established 
that such procedure provides no competitive advantage to the 
co-operative. Any alteration of the taxation rules which now 
permit this practice would not only be discriminatory but 
would also endanger the continuing operation of co-operatives 
which have operated on a revolving mernmbership basis for 
many years. 
4. Finally, because of the substantial economic and social 
contributions made by co-operatives, it is recommended that the 
minor concessions granted to these organizations, such as the 
three year tax exemption for new co-operatives, be continued. 
These are not at all inconsistent with concessions granted to 
other forms of business because of important contributions they 
may make to the national economy. 

All of which is respectfully submitted. 


_Y f. (baerctt 


G. L. Harrold, 
President, Alberta Wheat Pool 
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THE HISTORY, DIVERSITY AND PHILOSOPHY OF 
THE CO- °° TRATIVE MOVEMENT IN CANADA 


Lz When studying the effect of taxation on any business 
enterprise and the resultant Bison acto to the nation as a whole, 
it is entirely necessary to fully comprehend the principles which 
govern that particular form of organization and the role that it 
plays in the national economy. Im the case of individual proprie- 
torships, partnerships, and conventionai corporations, this does 
not present any particular problem. However, in the case of co- 
operatives there seems to be a misunderstanding and often a mis- 
interpretation of the motives for which they have come to exist. 
The following paragraphs are therefore submitted with the hope 
that some clarification on this question will result. 

a That the ideals laid down by early co-operators have 
found practical expression is evidenced by the success of co-opera- 
tive organizations not only in Canada, but throughout the world. 
This clearly indicates the acceptance of co-operative principles by 
millions of persons. The co-operative ideal is not simply an expe- 
dient method or procuring for members a profit resuiting from an 
exchange of goods and services. According to Casselman, the 
ideal is concerned also with human relations and involves univer- 
sality, democracy, liberty, fraternity, unity and self-help. The 
only ideal bearing upon the business enterprise exclusively is that 
of economy. ‘:) It is little wonder that the acceptance of sucha 
concept has been so marked. The common man has a deep feeling 
of satisfaction in the movement, not only because it operates to his 
advantage but also because he played an active part in laying its 


foundation and its evolution. (2) 


(1) Casselman, Paul Hubert - The Co-operative Movement and Some 
of Its Problems; Philosophical Library, 


New York; 1951; pages 1 and 2. 


(2) Ibid., page l 
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oe 
5. The philosophy of the co-operative movement rests 
basically on the principles evolved by the Rochdale Pioneers, 
a group of English weavers who rebelled against the critical 
conditions of their time, the long hours, low wages, slum 
living and hunger, thus forming the first successful co-op- 
erative society in 1844. (3) Fundamentally, these sare prin- 
ciples are applied in our present environment in the govern- 
ing of co-operative business. The success of the movement 
has depended upon them. They are attached in Appendix A. 
4. It would be incorrect to assume however that co- 
operatives today accept the Rochdale Principles in total. 
Many of the uninformed public believe that this is the case 
which perhaps has perpetrated some of the misunderstand- 
ings prevailing in the minds of those who advocate measures 
which would act to restrict co-operative trading. Co-opera- 
tion is a phase of the capitalistic free enterprise system and 
not foreign or antagonistic toit. Abe -r understanding of 
these concepts by both co-operators and ordinary business- 
men would serve to lessen the hitter controversies which often 
develop between these groups. (4) 
a, The hard core ot principles apolicable to all co-op- 
eratives today may be stated as {l) service at cost it (2) demo- 


cratic control, and (3) limited returns upon equity capital. 


(3) Hannam, H.H. - Co-operation, The Plan for Tomorrow Which 
Works Today; Tenth Edition, 1949; page 7 


(4) Koller, E. Fred - Co-operatives ina Capitalistic Economy; 
Abrahamsen, M. A. and C. L. Scroggs; ; 


Agricultural Co-operation, Selected Read- 
ings; University of Minnesota Press, 
‘s Minneapolis; 1957; page 66. 
Definition 
Service at cost means a function is performed by the co- 
operative organizationfcr the individual at a charge only 
in the amount necessary for the co-operative to effect the 


service. This cost does not include a profit return for 
the organization, 
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These three principles appear as basic to all types of co-opera- 
tive institutions whether they be for marketing, purchasing, or 
providing services, amd whether they be set up by urban or rurai 
consumers, producers, businessmen, or other interested par- 
ties. (5) Other principles are often described by the term “fringe” 
as they lie somewhere in the realm between principle and practice. 
Nevertheless, the combination of both sets has, over the years of 
evolution, contributed jointly to the economic and social factors 
which were deemed so necessary by early proponents of the co- 
operative ideal. 
6. Co-operation is a means of organizing the members of 
an industry to conduct and adjust its affairs in the common inter- 
est of the group. In the case of marketing, it is an association 
of firms for business purposes - an economic institution through 
which economic activity is conducted in the pursuit of economic 
objectives. (6) One has to look only as far as the wheat pools of 
the Camadian prairies to encounter a practical example of such a 
situation. The farmer-entrepreneur, by himself, is engaged in 
individual economic free enterprise. However, when he combines 
with his neighbour in the marketing of his produce, they jointly 
agree to function through the co-operative process and therefore 
act as an economic tearm in relation to their co-ordinated activity. 
Together, the multitude of prairie grain producers who are mem- 
bers of the wheat pools constitute an economic institution of sov- 


ereign economic units. 


(5) Schaars, Marvin A - Basic Principles of Co-operatives: Their 


Growth and Developments; Abrahamsen, 
M,. A. and C.L. Scroggs; Op cit., page 191 


(6) Phillips, Richard - Economic Nature of the Co-operative 
Association; Abrahamsen, M. A. and 


C.L. Scroggs; Opcit., page 142. 
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ra "Although it is descriptively correct to 
say that a co-operative association is a busi- 
ness organization owned and controlled by its 
patrons and operated for their benefit as pat- 
rons, such a statement contributes nothing to 
the understanding of the economic structure 
of the co-operative ...... It is not possible 
'to organize an economic system frorn the 
standpoint and for the benefit of the ..... 
patron', as the controller of a given factor 
of production. It is possible for firms 
jointly to organize and operate a common 
plant with the idea of maximizing the econo- 
mic returns to each of the individual asso- 
ciated firms." (7) 
8. A marketing co-operative for exarmple, is but an 
extension of the many individual producers who operate it. 
The fact that the co-operative may acquire through their pat- 
ronage a surplus of gross receipts over total initial payments 
does not mean that the co-operative itself earns a profit. A 
surplus which accrues to the organization in the course of its 
transactions does not belong to the organization as such, but 
to the patrons in proportion to their px‘ronage. The patrons 
are stimulated by the profit motive, bi the co-operative or- 
ganization itself is not. 
van Another way of making this point is to use the dis- 
tinction between a ''firm'’ and a "plant"' as these terms are 
used by economists. A firm is a whole business organization, 
owned and controlled independently of other firms. A firm 
may have one or more plants, for a plant is only a set of facil- 
ities for conducting some branch of the firm's operations. With 
regard to a co-operative, Phillips says''....when two or more 
economic units co-operate with respect to some function or 
activity that is integrally related to their individual economic 


operations, the result is not a new firm; instead it is a common 
RE SS SE A RN Fr NT 


economic plant. " (8) One would not wish to see an income tax which 


(7) Phillips, Richard - Op cit., page 144 > 


(8) Phillips, Richard - Opcit., page 143 
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was levied against both the firm amd its plants for there are 

not two flows of income here but emly one. Plants, including 

co-operatives are non-profit orgamizations in the sense that 
their purpose is not to make incorme for themselves but rather 
for the firms or individuals who own them. 

10. /)"The stated objective of most co-opera- 
tives is to perform a given service or func- 
tion at cost in order to increase the returns 
or profits of its members. Often the render- 
ing of a more cornpiete or satisfactory ser- 
vice is involved. In the case of a purchas- 
ing association the furnishing of a higher 
quality product is often considered. These 
objectives are, however, phases of the ob- 
jective of obtaining a specific service or 
services at cost. '' (9) 

il. Reviewing the position of the co-operator, it must 

be clearly stated that primarily, he utilizes the co-operative 

method in order to improve his own economic position. He 
is motivated by a profit stirmulus in the cage of marketing, 

or by a saving stimulus in the case of merchandising. Con- 

siderations of economic grain from patronage dividends, 

limited return on his invested capital, better service, fairer 
treatrnent, reliable merchandise, -a voice in management and 
the like are nevertheless important to him in the sense that 
he knows that such tamgible and intangible attributes bring to 
him the assurance that his profit motive will be satisfied. 

These considerations illustrate the fact that the farmer ex- 

pects some form of return from his participation in the co- 

operative which is not inconsistant with the primary motiva- 
tion in private enterprise. 

12. "It can be said that farmers aim to make 
farming more profitable and that consumers 
attermpt to maximize their real incomes..... 
Few Persons, especially farmers, look to the 


co-operative as a reformistic movement, as 
an agency to overthrow capitalism, or as an 


(9) Stokdyk, E. A. - Co-op's Economic Objectives; Abrahamsen, 
M.A. and C.L. Scroggs, Op. cit., page 69 
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instrument to establish what has been called 
a co-operative commonwealth." (10) 


£3. An important source ie tx in the thinking 
about the nature of co-operative associations is the failure to 
distinguish between legal and economic concepts. The diffi- 
culty arises therefore, when co-operatives are treated in the 
same manner as ordinary corporations. While it is technically 
correct to speak of the co-operative plant and of co-operating 
firms, it is not correct to speak of the co-operative firm. (11) 
In spite of this difference, co-operatives are treated in exactly 
the same manner as joint stock concerns under the Income Tax 
Act. Some suggestions as to an alternative and more appro- 
priate treatment are presented elsewhere in this submission. 
The present arrangements, by failing to distinguish legally be- 
tween co-operatives and ordinary businesses, aggravate mis- 
understanding of the nature of co-operatives. 

14. It is submitted that the Commission should give the 
utmost consideration to the true legal position of co-ope ratives. 
They were cast in the corporate mold partly because legal pre- 
cedents provided no other legal device and partly because the 
co-operative business association was commonly conceived to 
be nothing more than a modified form of the ordinary business 
corporation, and, therefore, adequately explained by the gen- 
eral theory of the firm. (12) The treatment of co-operatives in 
Sweden, described elsewhere in this submission, provides an 
instructive example in that co-operatives are legally recognized 
as ‘economic associations", something distinct from ordinary © 


businesses. 


(10) Schaars, Marvin A. - Opcit., pages 185 and 186 
(11) Phillips, Richard - Opcit.; page 143 


(12) Robotka, Frank - Op cit.; page 131 
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¥S. From the time of its conception the co-operative move- 
eu has been subjected to sharp criticism, opposed by establi- 
shed businessmen and has been forced to struggle under the burdens 
of misgiving and apprehension. If one studies the conditions which 
prevailed prior to the formation of nearly every co-operative since 
1844, and ewen to a greater extent before that time, dating to the 
period of Robert Owen, one will find that co-operatives were formed 
in times of economic stress because no other system of private 


enterprise then in existence provided a satisfactory means of.build- 


ing a fair, just, and equitable structure in which the participants 

could be assured of unbiased treatment. 

16. Perhaps the most pointed example of the type of environ- 
ment which seers to prevail prior to the formation of co-operative 
ventures is found in the conditions prevalent in the Canadian grain 

trade around the turn of the 19th century. During this early develop- 
mental period, facilities for marketing grain in Western Canada 

were not extensive. The monopoly position enjoyed by the Canadian 
Pacific Railway, as the only transportation available for grain moves 
ment, perpetrated monopolistic concessions to grain elevator firms 

\a order to have shipping points equipped with standard elevators as 

4 means of relieving the seasonal strain upon its limited rolling 

agteck. (13) "The farmer was acutely aware of the fact that, be- 

.@use of the agreement between railway and elevator companies, he 
aad-no alternative but to ship his grain through, or sell his crop to 

the Latter, who had come to form a more or less complete cambine. ''(14) 
iT. No regulation of grain dealers existed. The railways refused 
t@ allow farmers to load their grain directly over the platform at any 


point where there was.a standard elevator, ‘caving no alternative for 


(13) Patton, Harold S. - Grain Growers' Co-operation in Western Canada; 
Harvard Economic Studies; Harvard University 
Press, 1928; page 18 : 


il@) Ibid., pages 18 and 14 
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the producer but to accept the terms of the line cormpanies as to 
prices, grades and dockage. There was a possible alternative 
for the producer in selling to commission merchants, but there 
was no guarantee of the good faith of firms and farmers knew 
little or nothing about the technicalities of grain marketing. 
In such a situation, it was inevitable that many abuses such as 
low grading, high dockage, mixing and even actual stealing of 
wheat should exist. (15) 
18. It is history now that over the following twenty-odd 
years, legislative reforrns and attempts to stabilize marketing 
procedures in the grain trade in order to provide fair and im- 
partial treatment to producers, failed to meet with general 
satisfaction. From these chaotic conditions emerged the co-op- 
erative wheat pools. 
ee There can be little doubt that the co-operative contri- 
bution to the economic nature of our tim’ has produced a benefi- 
cial influence as between competing ty; :s of organizations. Co- 
operative competition has been one of the most effective tools 
employed to curb monopolistic abuses. (16) The prairie wheat 
pools are the practical example of this expression. 
rat % It has been deemed in the interest of public policy for 
governments to encourage the formation of co-operative societies. 
The disasterous experiment in government ownership of the Manitoba 
interior elevatord17) prejudiced the Alberta and Saskatchewan gov- 
ernments against any similar endeavour. Instead, these latter pro- 
vinces encouraged the farmer-organizations to form their own co- 


operative elevator associations, promising financial aid for capital 


(15) Mackintosh, W.A., - Agricultural Co-operation in Western 


Canada; Queen's University, Kingston; 
The Ryerson Press, Toronto; 1924; 
pages 10& ll. 


(16) Stokyk, E.A. Opcit., page 68 


(17) Mackintosh, W. A. Opcit., page 39 
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-9- 
requirements. Such a policy was clear endorsement of the co- 
pilates rnarketing concept by government. 
ak. Repeatedly, co-operatives have taken the lead in the 
introduction of improved techniques of production and distribu- 
tion which have served to reduce costs and improve returns of 
their members (18). The practice of distributing dividends to 
customers has spread from the wheat pools to private companies 
to the extent that this practice has becorme quite general. An- 
other example is found in the case of the Alberta Wheat Pool's 
fertilizer enterprise which was initiated only four years ago. (19) 
Although the Pool began with the proposal to sell at established 
competitive prices, price cutting by competitors ensued which 
gave all purchasers of fertilizer a substantial saving. ''The un- 
expected benefits of the Pool's small effort provide an illustration 
of the useful regulatory effects of co-operative atieoiieh " (20) 
Sie Still a further exarmple in this regard is appropriately 
illustrated by the recent establishment of Interior Feeds Limited, 
a subsidiary of the Alberta Wheat Pool, which resulted in a sub- 


stantial improverment for the producer in the methods of handling 


feed grains in the B.C. block of the Peace River region. 


am "To perform their role in the economy most 
effectively, co-operatives thermiselves need the 
stimulation of private business competition. Suc- 
cessful co-operatives owe a great deal to their 
competitors. Efficient competitors present a 
continuous challenge to co-operative manage- 
ment to try to render better service at lower 
costs. The reciprocal competitive action of 
efficient co-operatives and efficient private 
business firms is a most desirable goal for the 
economy. It is a means of assuring to farmers 
and others a more effective and productive ec- 
onomic system than one in which gove rnment 
regulation plays a larger part."' (21) 


(18) Koller, E. Fred, Opcit., page 66 
{19) Alberta Wheat Pool, Annual Report; 1962, page 19 
(20) Ibid. , page 19 


(21) Koller, E. Fred, Op cit., pages 67 and 68 
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24. The growth of the co-operative movement in this coun- 
try has been largely due to the farmer's struggle to improve his 
bargaining position. Because of this, the greatest development 
of co-operatives has been in rural areas, particularly in market- 
ing farm products and purchasing farm supplies. (22) Neverthe- 
less, the co-operative movement in Canada began before the turn 
of the nineteenth century in Stellarton, Nowa Scotia, with the for- 
mation of a co-operative store. A consumers' co-operative 
society was founded in 1906 at Sydney Mines, Cape Breton, and 
in the beginning met with all the opposition..... people could 
muster against it. (23) This small beginning, counted as of little 
significanace at inception, had achieved by 1929 an annual busi- 
ness turnover amounting to some $1,700,000. Simple coal miners 
had demonstrated democracy in action through the co-operative 
ideal, thus enhancing their own social and economic well-being. 
25, Despite the fact that co-operatives engaged in the mar- 
keting and purchasing of farm products = present make up the 
largest share of co-operative activity in Canada, (24) co-operative 
enterprise is comprised of a variety of activities. Sales of supplies 
and merchandise, petroleum products, feed and fertilizer and food 
products are maintaining a steady, if small, portion of the total 
market. Service co-operatives such as credit unions, utility com- 


panies, medical schemes, and housing projects are also in evidence. 


(22) Canada Department of Agriculture, Co-operatives in Canada; 
Publication 1119, 1962; page 7 


(23) Coady, M.M. - Masters of Their Own Destiny; Harper and 
Brothers Publishers; New York and 


London; 1939; page 37 


(24) Fortier, R. - Co-operation In Canada; Canada Department of 
Agriculture, Economics Division 30th 
Annual Summary, 1961. This publication 
indicates that of the total value of business 
done by all types of co-operatives in 1961, 
$1,470 million, total sales of farm products 
by co-operatives amounted to $1,000 million. 
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Other important services include grazing, artificial breeding, 
seed cleaning, cold storage, transportation, and water works 
associations. (25) Fishermen's and Eskimo co-operatives are 
further examples of the diversity which may be applied in gather- 
ing together a group with common interests to effect a service 
of mutual benefit to all. 
26. Such an illustration of the many fields in which co- 
operative activity is found clearly indicates that such organiza- 
tions suit the small producer or consumer to the best advantage. 
The farmer, in association with his neighbours, can achieve mar- 
keting economies in a collective manner which would not be af- 
forded him individually. The fisherman, the credit union member, 
and the user of a utility all benefit in the same manner. Co-op- 
eratives exist because the average member of society wishes to 
enjoy the freedor a democracy affords whichis so rightfully his 
but also which he often cannot achieve by himself. In this age of 
equality it would be foreign to interests of society to restrict the 
attainment of this ideal. (26) 
27. It is recognized that the Commission is faced with a mul- 
titude of problems and considerations in the study of taxation. From 


every part of the economy representations have been and will be 


(25) Ibid., page 12 


(26). The Pool consists of 50,000 grain and seed produ- 
cers who have voluntarily pooled their resources to ac- 
quire the plant and equipment necessary to receive, store, 
process and ship their product. This product is produced 
in the heart of a great continent and must compete in the 
markets of the world with grain grown much closer to 
seaboard. If it is to be competitively priced and still re- 
turn a reasonable standard of living to the producer, as 
little as possible of the selling price should be drawn off 
by others. Itis, therefore, highly desirable that eleva- 
tor facilities should be owned and operated at cost by the 
producers. The Pool is a highly successful experiment 
in self-help. It offers farmers protection afforded 
them in no other way. 
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made with respect to the factors involved in assessing the imci- 
dence of taxation on a particular portion of the econormic system. 
It is our intention in submitting some reference material regard- 
ing the philosophy and diversity of co-operative activity to point 
out that co-operatives are a perhaps small, but extremely im- 
portant sector, and that the well-being of some millicas si =v2r- 
age persons depends essentially on the unrestricted and onim- 
hibited pursuit of the co-operative ideal. 

28. It has been demonstrated that the co-operative ia uot 
an individual firm in the same sense as a joint stock concern. 
It has been indicated that much of the confusion surrounding the 
exercise of co-operative activity arises because co-ope satires 
are treated similar to "private" business. It is therefore z:h- 
mitted that the Commission should endeavour to consider the 
authentic economic,legal, and social differences between =s- 
operatives and profit concerns when ev: iating the effect **-=* 
further taxation of co-operatives would have on the indivi+=<! 


co-operative entrepeneur. 
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THE TAXA..ON OF THE INCOME OF CO-OPERATIVES IN 
CANADA, THE UNITED STATES, BRITAIN, AND SWEDEN 


27: The purpose of this section is to describe the tax treat- 
ment of co-operatives in the United States, Britain, and Sweden 
and to compare the situation im those countries with that in Canada. 
This material is provided to supplernent the historical information 
of the preceding section and to indicate the nature of regulations 
affecting co-operative taxation in other countries. 

30. Some difficulties arise in the comparison of the taxation 
of co-operatives in different countries. First of all, the concept 
of a co-operative varies somewhat among countries. However, in 
spite of variations of detail, the following basic features character- 
ize co-operatives in each of the four countries: 

(1) The shareholders or members of the organiza- 
tion are those who are the customers or suppliers 
of the organization. 

(2) Each member or shareholder has but one vote 
in a general or shareholders’ meeting, regardless 
of the size of his equity in the organization. 

(3) Except for a possible nominal fixed or maxi- 
mum rate of interest on his equity, the share- 
holder receives surpluses earned by the organiza- 
tion in proportion to his patronage rather than in 
proportion to his equity in the organization. 

aa. A second problem of cormmparison.is that the relative im- 
portance of co-operatives within the economy varies from country 
to country. Therefore, a simple comparison of legal positions 
provides only incomplete knowledge of the total economic effect 
of different arrangements. In general, it may be suggested that 
the relative importance and types of operations of co-operatives 
in the United States are most nearly similar to those in Canada, 
so the tax treatment of co-operatives in the United States ought 

to be the most relevant to Canadian conditions. 

Se. Ambiguity may be avoided if a few words and phrases 


are defined at the outset: 
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"Taxpayer" will be used to describe any entity against which 
income tax is levied, whether the entity be an individual person, 
a private company, or a co-operative. 
"Private company" will mean a limited liability corporation 
owned by shareholders to whom profits of the company are dis- 
tributed in proportion to shares held. 
"Reserve'' will mean a portion of the profits or surplus not 
distributed to members or shareholders of a co-operative or 
private company. 
"Legal reserve" is a reserve required by the statute under 
which a co-operative is chartered or by its articles of incor- 
poration. 
"Statute'’ means any instrument of law passed by the legislature 
or by the executive under authority of the legislature. 
Tax Treatment of Co-operatives in Canada 
a3 Income tax was first levied in Canada in 1917 under the 
Income War Tax Act. This Act made io provision for special 
treatment of co-operatives;in fact there was no mention in it of 
co-operatives at all. This left some doubt as to the applicability 
of the Act to co-operatives, which were organized on a non-profit 
basis. 
34. The situation was clarified by two decisions in the 
Supreme Court of Canada. In Fraser Valley Milk Producers' 
Association v. Minister of National Revenue (1929) S.C.R. 435, 
it was held that surpluses which were distributed in proportion 
to equity were profit similar to the profit of private companies 
and should be taxed accordingly. In Minister of National Wives 
v. Saskatchewan Co-operative Wheat Producers Limited (1930) 
S.C.R. 402, reserves which were retained from proceeds of 
selling the shareholders' wheat but which were credited to the 


specific grower and which could only be given backto shareholders 
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in proportion to the amount each had contributed to the reserve 
were held ict to be imcome of the organization, and therefore 
not assessable for income tax. 
35. Partly as a result of these cases, Parliament in 1930 
passed an amendment to the Income War Tax Act, adding sub- 


section (p) to sectinn 4 which provided that "the following in- 


f 


come shall not be liable to taxation'': 


4(p) The income of farmers' dairymen's livestockmen's, 
fruit growers', poultrymen's fishermen's and other 
like co-operative companies and assoications, 
whether with or without share capital, organized 
and operated on a co-operative basis, which organ- 
izations 


(a) market the products of the members or share- 
holders of such co-operative organizations under 
an obligation to pay to therm the proceeds from 
the saies on the basis of quantity and quality, 
less necessary expenses and reserves; 


(b) purchase supplies and equipment for the use of 
such members under an obligation to turn such 
supplies and equipment over to them at cost, 
plus necessary expenses and reserves. 


Such companies and associations may market the pro- 
duce of, or purchase supplies and equipment for non- 
members of the company or association provided the 
value thereof does not exceed twenty per centum of 
the value of produce, supplies or equipment marketed 
er purchased for the members or shareholders. 


This exemption shall extend to companies and associa- 
tions owned or controlled by such co-operative compan- 
ies and associations and organized for the purpose of 
financing their operations. 


36. Various difficulties arising from section 4(p) gave rise 
to an Order-in-Council dated November 16, 1944, which stated 


The Committee of the Privy Council have had before 
them a report dated 10th November, 1944, from the 
Minister of Finance, representing that doubt has 
arisen.as to the effect of the Income War Tax Act 

and the Excess Profits Tax Act, 1940, in the case of 
co-operative corporations, associations and societies 
both as regards the general principles intended by 
Parliament to be applied and the effect, in many 
matters of detail, of the said taxation statutes upon 
these co-operative organizations and their members; 


That this doubt, both as to the general principles, in- 
tended to be applied and the effect of the aforesaid 


" I 
Hi "9 an eee 


ei it chy ay wa 
my Mee nee . silt ie 
tog he ah 


C1. ee Ve aes 
aS esihinens sl a ha asian Aa Ar Abpea) Fee LY 
y aehdiverens owas bo senlaae Te nuiristia, pet ditt add 8 is 
ae pines nur bo ine ge ‘ciara pete & hang ab abi 

wipe we? oO) theta te Nowe! MORONS. wmesseyfitns ff ) | 
| ph RRREDIES | va abl oy Ay " ol 


ii She femme a Bere eit eet tte ote tie! Tet ort tee 


iy 


I Gi 5 | 


ie te he wn RD: Tato th @ ahoRphe no 40 
A “o ie ips 8 
eae > 
eet if , : , , 
Wy + rh in, eer tecthlain nth iad es gunk oe bay Cow we Bay 
: my : i, t 
Fie y els Are GS wetyeepars ted a'olde a hack 
: ' : ite 
i jeumede te geo is % yoo ys Wet ie ip taj ee] “vs 
faa | . 
hit » Tiere ol wh Om werliehelh mollusc gute etond 
OF) Sak Foowr hing OT AH Ge Hipt Lea “Pee sau) 
Wea MD eo Steed eee WE WADA Re: Mares wet ' 
it Wee tiead C4 ge Re BCL a ee ) #wnipitQiedks AI 
‘ “ran feu : ada = vile, f(y “aw ti at Se 2 Eves sy Tite 
! a) r sae aa) 
we 
Toes tied Sih oe peta dl od y We Nove odin Wass 
Mit Mus i (eam i} ; & 5 ari ray A yu sf 
A, -Sn Ru 7 ” met Py % wv se diag e » nin au 
* 
s SUE Wd : ys ra ' \ ? 
44 
i ? j x ‘ i PH ; } , ‘ my 
, ¥ i j ht , ot ; 
2 8 t t 5 b 
- b ‘ ‘ * ) 
yeah? , ss j n ” 
a » } 4 j ' j ‘ } ‘ 
* wm Os He ibd i Fe 
| ai 7 ’ ii ? $ ¢ 
"Rig an 4 ag Pp 
fad 
¢ 
SA ‘ { : 
os } Ne nl ‘ ’ ' i’ 
‘ t 4 { i¥ 
’ ged 
4} > | ; 4 1% r + g 
‘ » 
‘ix honeeris xs et peur ¢ ' . ) 
4 J ” 
yaar 4 2 Oud 6 ‘ chee ee ly { 
a 
ys 
7 ‘Seqe-oa lev a fat oy kneel ai) 1 ie YP? 
, 
. > AAS wa dy rs a ; 
yrin Sari cope isg pond wht & one Fee yee L w ad Tv th ‘| wr 
at i 
4. an} > vis ‘ 
: eretT it myy? 9 inp ae) cia! | A) Oe MR GeV OA(Or OG? ae 
i \ 
Ne _* wit wwe wel gal to yy i ub! ey ares yh Ue Hokie Phodd &B4 
yea 


fon ob mpdihe bce) wre esol: Gime 0 fe nlage Detvei of een ne) 


~ 6 


statutes, has created serious problems in connec- 
tion with the administration of these taxation statutes 
and a considerable measure of uncertainty in the 
business operations of some of the co-operative or- 
ganizations themselves. 


37. To deal with the matter the Order-in-Council went 


on to appoint a Royal Commission so 


That a full publicinquiry inte the application of in- 
come and profits tax measures to organizations 
organized and operated on a co-operative or mutual 
basis and organizations claiming so to be organized 
(hereinafter referred to as co-operatives) and into 
the comparative position in relation to taxation under 
such measures of persons engaged in business in 
direct competition with co-operatives should be un- 
dertaken without delay. 


38. After extensive public hearings this Commission 
made a report containing suggestions for changes in the tax 
law as it related to co-operative enterprise. These suggest- 
ions were, in the main, incorporated into the Income Tax Act 
of 1948. The basic attitude of the commissioners is summed 
up in the following paragraph from their report: 

.- Considerations of publi~ nterest do not lead us to 
the conclusion that co-oper< .ve associations should be 
given a blanket exemption from income tax while their 
competitors are subjected to the full burden of the cur- 
rent heavy rates. The considerations referred to do 
suggest, however, that where there is doubt as to 
what the income of an organization really is, the rela- 
tive strength of co-operative associations and their 
competitors should be carefully considered to make 
certain that the solution final!, adopted will not ruin 
one or the other, or unduly constrict their relative 
growth and development. 

39. The provisions of the Income Tax Act of 1948 respect- 
ing co-operatives are largely based upon the recommendations 

of the Royal Commission. As these provisions are presently the 
ones in effect, the present law relating to the taxation of co-oper- 
atives may now be considered. 

40. To describe the present income tax legislation affecting 
them, co-operatives must be divided into two major types. There 


are those which earn an income in the eyes of the law such that a 


tax may be levied against it, and there are those which do not. 
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41. For the latter group the detailed provisions of the 
Income Tax Act simply do not apply. Earning no income 
they cannot be taxed on income. The question that arises is, 
when is a co-operative deemed to be in this position? The 
basic test as to whether a co-operative is deemed to earn an 
income is whether it is considered merely an agent for the 
convenience of its patrons. This test was laid down in the 
case of Minister of National Revenue v. Saskatchewan Co- 
operative Wheat Producers Limited (1930) S.C.R. 402 at 415, 
as follows: 
As the basis of chargeability to income tax is the op- 
eration of a trade or business giving rise to a profit. 
and as the association in this case in respect of the 
reserves assessed is merely machinery for collecting 
contributions from the growers, not as shareholders 
of the association but as subscribers to the fund, an@ 
for using those moneys for the benefit of the growers 
and handing them back in some form or other when ne 
longer required, I am of the opinion that the sums ag-~ 
sessed cannot properly be said to be ''profits or gains" 
of the Association. 
42. A criterion applied by the Exchequer Court of Camada 
to see whether an amount received by a taxpayer is income is to 
pose the following question (Horse Co-operative Marketing Assoc- 
iation Limited v. Minister of National Revenue (1956) Ex C.R. 
393 at 41Z): 
Is his right to it absolute and under no restriction, con- 
tractual or otherwise, as to tts disposition, use or enjoy- 
ment? 
43. If the answer to the question is "'yes,'' the taxpayer is 
taxable on the moneys received. But if the answer is ''no,'' and 
the organization is bound to account for the receipts to the produ- 
cers, that is, if the organization has disposed of the produce not 
on its own account, but on the accounts of its members, then the 
receipts are not income to the organization. Even reserves kept 
from the selling price are not income, but capital advances from 


its members, and hence not subject to income tax in the hands of 


the organization. Of course, if the case is such that the organization 
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eee 
purchases outright the products of its members or of others 
and sells them on its own account, the income derived is tax- 
able under the provisions of the Income Tax Act whether re- 
tained or distributed. 
44, A co-operative has the right, as does any person, to 
arrange its affairs in such a manner as to earn no income. 
(Associated Growers of British Columbia Limited v. Minister 
of National Revenue (1956) D.T.C. 10.) Such an arrangement 
is feasible for a co-operative engaged in marketing or process- 
ing and marketing the produce of its members, for it can ar- 
range to act only as an agent for its members and can remain 
obligated to each member to account to him for surpluses aris- 
ing from the handling of his produce. For a consumer's co- 
operative to arrange its affairs in this manner, it would pre- 
sumably have to act merelyasarelaycentre for orders placed 
by members. This is not a feasible arrzngement for most re- 
tail outlets, where the need for an inve: tory involves the or- 
ganization in the purchase of goods on its own account for sale 
to members at market price. The profits realized after ex- 
pense on these operations are taxable under the provisions of 
the Income Tax Act. (Minister of National Revenue v. Davidson 
Co-operative Association Limited (1956) Ex. C.R. 138.) 
45. If a co-operative is deemed to earn an income, it is 
subject to income tax at the same rate as an ordinary corporation. 
Section 75 of the Income Tax Act sets out the rules for computing 
the taxable income of a corporation, including a co-operative, 
which pays patronage dividends. The text of the section is as 
follows: 
75.(1)Notwithstanding anything in this Part, there may be de- 
ducted, in computing income for a taxation year, the 
aggregate of the payments made, pursuant to alloca- 
tions in proportion to patronage, by a taxpayer 


(a) within the year or within 12 months thereafter 
to his customers of the year, and 
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(b) within the year or within 12 months thereafter 
to his customers of a previous year, the de- 
duction of which was not permitted 


(2) Notwithstanding subjection (1) if the taxpayer has 
not made allocations in proportion to patronage in. 
respect of all his customers of the year at the same 
rate, with appropriate differences for different types 
or classes of goods, products or services, or classes, 
grades or qualities thereof, the amount that may be 
deducted under this section is an amount equal to the 
lesser of ; 


(a) the aggregate of the payments mentioned in 
subsection (1), or 


(b) the aggregate of 


(i) the part of the income of the taxpayer for 
the year attributable to business done with 
members and 


(ii) the allocations in proportion to patronage 
made to non-member customers of the year. 


(3) Where the deduction of an amount under subsection (1) 
or (2) would result in the taxpayer's taxable income for 
the taxation year (before deduction of any amounttunder 
section 27 in respect of business losses) being less than 
the amount by which 


(a) 3% of the capital employed in the business at the 
commencement of the year exceeds 


(b) the interest, if any, paid on borrowed moneys 
{other than moneys borrowed from a bank incor- 
porated under the Bank Act or from a corpora- 
tion or association described in paragraph (b) 
of subsection (1) of section 62) and deductible in 
computing his income for the year, 


the amount that may be deducted under this section is 
such as will leave the taxpayer with a taxable income 
{before deduction of any amount under section 27 in 
respect of business losses) equal to the excess. 


(4) For the purposes of this section, 


(a) “allocation in proportion to patronage"! for a tax- _ 
payer means an amount credited by a taxpayer to 
a customer of that year on terms that the custo- 
mer is entitled to or will receive payment there- 
of, computed at a rate in relation to the quantity, 
quality or value of the goods or products acquired, 
marketed, handled, dealt in or sold, or services 
rendered by the taxpayer from, on behalf of or to 
the customer, whether as principal or as agent of 
the customer, or otherwise, with appropriate dif- 
ferences in the rate for different classes, grades 
or qualities thereof, if 


(i) the amount was credited 
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(f) 


Se 


(A) within the year or within 12 months, 
thereafter, and 


(B) at the same rate in relation to quantity, 
quality or value aforesaid as the rate 
at which amounts were similarly cre- 
dited to all other customers of that 
year who were members or to all other 
customers of that year, as the case 
may be, with appropriate differences 
aforesaid for different classes, grades 
or qualities, and 


(ii) the prospect that amounts would be so credit- 
ed was held forth by the taxpayer to his cus- 
tomers of that year who were members or 
non-member customers of that year, as the 
case may be; 


"Capital employed in the business'' shall be com- 
puted in accordance with the First Schedule to The 
Excess Profits Tax Act, 1940, except that no de- 


duction shall be made from capital in respect of 


borrowed moneys (other than moneys borrowed 
from a bank incorporated under the Bank Act or 
from a corporation or association described in 

paragraph (b) of subsection {1) of section 62); 


"customer'' means a customer of a taxpayer and 
includes a person who sells or delivers goods or 
products to the taxpayer, or for whom the taxpayer 
renders services; 


"consumer goods or servic«3'' means goods or 
services the cost of which as not deductible by 
the taxpayer in computing the income from a busi- 
ness or property; 


"income of the taxpayer attributable to business 
done with members’! of any taxation year means 
that proportion of the income of the taxpayer for 
the year (before making any deduction under this 
section) that the value of the zoods or products ac- 
quired, marketed, handled, dealt in or sold or ser- 
vices rendered by the taxpayer from, on behalf of, 
or for members in of the total value of goods or 
products acquired, marketed, handled, dealt in or 
sold or services rendered by the taxpayer from, 
on behalf of, or for all customers during the year; 


"'payment'' includes 


(i) the issue of a certificate of indebtedness or 
shares of the taxpayer or of a corporation of 
which the taxpayer is a subsidiary wholly- 
owned corporation if the taxpayer has in the 
year or within 12 months thereafter disbursed 
an amount of money equal to the aggregate 
face value of all certificates or shares so 
issued in the course of redeeming or purchas- 
ing certificates of indebtedness or shares of 
the corporation previously issued, 
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(ii) the application by the taxpayer of an 
amount to a member's liability to the 
taxpayer (including, without restrict- 
ing the generality of the foregoing, an 
amount applied in fulfilment of an ob- 
ligation of the member to make a loan 
to the taxpayer and an amount applied 
en account of payment for shares is- 
sued to a member) pursuant to a by- 
law of the taxpayer, pursuant to statu- 
tory authority or at the request of the 
member, or 


(iii) the amount of a payment or transfer by 
the taxpayer that, under subsection (1) 
of section 16, is required to be in- 
cluded in computing the income of a 
member; 


"member'' means a person is entitled as a mem- 
ber or shareholder to full voting rights in the 
conduct of the affairs of the taxpayer (being a 
corporation) or of a corporation of which the 
taxpayer is a subsidiary wholly-owned corpor- 
ation; and 


‘non-member customer'' means a customer who 
is not a member. 


(5} For the purpose of this section a taxpayer shall be 
deermed to have held forth the prespect that amounts 
would be credited to a customer of a taxation year 
by way of allocation in proportion to patronage, if 


(a) 


throughout the year the statute under which the 
taxpayer was incorporated or registered, its 
charter, articles of association or by-laws, or 
its contract with the customer held forth the 
prospect that amounts would be so credited tc 
customers who are members or non-member 
customers, as the case may be, or 


prior to the commencement of the year or prior 
to such other day as may be prescribed for the 
class of business in which the taxpaver is en- 
gaged, the taxpayer has published an advertise- 
ment in prescribed form in a newspaper or news- 
papers of general circulation throughout the 
greater part of the area in which the taxpayer 
carried on business holding forth that prospect 
to customers who are members or non-member 
customers, as the case may be, and has filed 
copies of the newspapers with the Minister be- 
fore the end of the thirtieth day of the taxation 
year or within 30 days from the prescribed day, 
as the case may be. 


(6) Where a payment has been received by a taxpayer in 
respect of an allocation in proportion to his patronage 
(other than an allocation in respect of consumer goods 
and services) the amount thereof shall be included in _ 
computing the recipient's income for the taxation year 
in which the amount of payment was received, and 
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without restricting the generality of the foregoing, 
where a certificate of indebtedness or a share was 
issued to a person in respect of an allocation in 
proportion to patronage, the amount thereof shall 
be included in computing the recipient's income for 
the taxation year in which the amount of payment 
was received. and without restricting the general- 
ity of the foregoing, where a certificate of indebted- 
ness or a share was issued to a person in respect 
of an allocation in proportion to patronage, the 
amount thereof shall be included in computing the 
recipient's income for the taxation year in which 
the certificate or share was received and not in 
computing his income for the year in which the in- 
debtedness was subsequently discharged or the 
share was redeemed. 
46. Under Canadian law, therefore, any taxpayer may 
deduct patronage dividends in accordance with the above sec- 
tion, whether paid in cash or, with certain restrictions, cre- 
dited to the members’ accounts. Thus this privilege is not 
restricted to co-operatives. However, patronage dividends 


may not reduce taxable income below an amount equal to the 


greater of 


(a) income from non-member business, or 


(b) three percent of capital employed in the busi- 
ness, less certain interest costs. 


47. Subsection (6) provides for the taxation of patronage 
dividends as income of the recipients. They are liable to tax 
unless received from ‘'corsumers' '' co-operatives. Briefly 
the theory is thet in the case of marketing co-operatives, the 
patronage dividend is a portion cf the income obtained from 
selling the goods. For goods purchased, but deducted as ex- 
penses by the members, the dividend represents a price re- 
duction and therefore a lesser expense. But in the case of 
"consumers' goods and services, '' as defined in the Act, the 
dividend is again a price reduction, but as the price of the 
goods is not deducted by the member from his own income, 


the dividend does not represent any increase in his net income. 
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48. Certain co-operatives are exempt from liability 
for tax under the Act, even though there is no general ex- 
emption. There is the three year "'tax holiday" given to 
new co-operatives under section 731) which reads: 


73.(1) No tax is payable under this Part upon the taxable 
income for each of the first three taxation years 
after commencement of its business of a corpora- 
tion that commenced business on or after January 
1, 1947, and that was incorporated under provin- 
cial legislation respecting the establishment of 
co-operative corporations for the purpose of mar- 
keting (indlucing processing incident to or con- 
nected therewith) natural products belonging to or 
acquired from its members or customers, of pur- 
chasing supplies, equipment or household neces- 
saries for or to be sold to its members or cus- 
tomers or of performing services for its members 
or customers, if, during the taxation year 


(a) the statute under which it was incorporated, 
its charter, articles of association or by- 
laws or its contracts with its members or 
its members and customers held forth the 
prospect that payments would be made to 
them in proportion to patronage. 


(b) none of its members had more than one vote 
in the conduct of the affairs of the corpora- 
tion, 


(c) at least 90% of its members are individuals 
and at least 90% of its shares, if any, are 
held by individuals, 


(dj the rate of interest on capital subscribed by 
its members or the rate of its dividends on 
its shares did not exceed 5% per annum, 


{e) the value of the products marketed for or ac- 
quired from, supplies, equipment and house- 
hold necessaries purchased for or sold to, 
and services perforrned fer its customers 
other than members did not exceed 20% of 
the total thereof from ail its business, and 


(f) the business carried on by the corporation 
was not a continuation of a previous business 
in which a substantial number: of its mem- 
bers had a substantial interest, either as 
shareholders of a corporation carrying on the 
previous business or otherwise. 


49. This section was suggested by the Royal Commission 


of 1944, which stated: 


It has been pointed out to us on numerous occasions 
that co-operative associations are difficult to organize 
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Pree ee 
and that their rate of mortality is high, especialiy 
in their earlier years. They are not in a position 
to attract capital for investment purposes, except 
in small amounts. Moreover, they are apt to find 
it difficult to finance the employment of the neces- 
sary managerial personnel. In addition, there is 
a pronounced tendency to organize co-operatives 
in times of economic stress. We are, therefore, 
of the opinion that in the public interest co-opera- 
tive associations, upon consent of the Minister, 
should be exempt entirely from income tax during 
the first few years of their operation. 

50. It will be noted that in the subsequent legislation, 

the proviso for consent of the Minister was not inserted. 

3B Also certain types of co-operative organization, 

especially those of an educational nature, can receive an 

exemption by virtue of section (6) 62 (i) which grants an ex- 

emption to 
a club, society or association organized and opera- 
ted exclusively for social welfare, civic improve- 
ment, pleasure or recreation or for any other pur- 
pose except profit, no part of the income of which 
was payable to, or was otherwise available for the 
personal benefit of, any proprietor, member 
shareholder thereof. 

Also credit unions and mutual insurance corporations which 

receive premiums wholly from the insurance of churches, 

schools or other charitable organizations are exempt. 

The United States 

52. In the United States the treatment of co-operatives 

under the Federal income tax has not been the result of a 

definite systematic study, but has merely evolved under suc- 

cessive taxation statutes. 

53. The present law is set forth in the Internal Revenue 

Code, the Federal taxation statute. The basic section of the 

Code for co-operatives is section 11 which levies a tax "'on 

the taxable income of every corporation.'' Thus all corpora- 

tions no matter how organized are subject to income tax un- 


less they can fit themselves into a class which other sections 


of the Code declare to be exempt from income tax. - 
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54. 


The major <= wptice= section is 501 “tic lists, 


armmong others, the following ‘--=rr* ~~sanizations."' 


(5) 


{12) 


(14) 


55, 


an exem: © 


operativ: - 


Labour, agricultur~' or horticultural organiza- 
tions. 


Benevoient life insurance associations of a surety 
local character, mutual ditch or irrigation cum— 
panies, mutual or co-operative telephone cuiiz- 
panies, or like organizations: but only if 85 per 
cent or mo Je of the income consists of amuusts 
collected from mei.*-~- fcr the sole purpose of 
meeting losses and expenses 


Credit unions without capital stack organia=d and 
operated for mutual purposes and without proijt; 
and corporations or associations without capital 
stock organized befur= Scoptemher 1, 1951, and 
operated for mutual purposes and without prozit 
for the purpose of providing reserve funds ror, 
and insurance of, shar==> ~r 7eneasits in 


{A) domestic building ard loan ass ia- 
tions, 


(B) co-operati>> tanks without capital 
stock organized and operated tr i:nu- 
tual purposes 2nd without profit, or 


(C) mutual savizg> hanke rot havix = capital 
stock represented hv - cares. 


Mutual insurance cotipomies o- - SyAia- s ather than 
life or marine (including interin= --+s  * -eciprocal 
underwriters) if the gross amouni -ece: —" ‘ring the 
taxable year from int<>asat, dividends, re > and pre- 
miums (including deposits 2md assessmenzt=; toes not 
exceed $75, 000. 


- Te ? 


Corporations organiz - ewempt farmers’ co-opera- 
tives or members thereof and for the purnese of finan- 
cing the ordinary crop cperatians of such members or 
other producers and operated im conjunctic: with such 
association. Exemption shall nat be denied any such 
corporation because if nas capital stock if ume dividend 
rate of such stock is fixed at not to exceed the legal 
rate cf interest in the Sate of incorporatioa or 8 per 
cent per annum, whicincver is greater on_tne value of 
the consideration for which the stock was issued, and 
if subsequently ail such stock (other than non-voting 
preferred stock, the owner= of which are not entitled 
or permitted to particiret= directly or indirectly, in 
the profits of the corperation. on dissolution or other- 
wise, beyond the fixed dividends) is owned by such 
association, or members *t=reof; nor shaii exemption 
be denied any such cor:r=tinn because there is ac- 
cumulated and maintai:.-4 *y it a reserve required by 
State law or a reasonable ~eserve for any necessary 
purpase. 
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56. But a further exemption is granted under section 521 


dealing with ''farmers' co-operatives.'"' 


(a) 


(b) 


Exemption from Tax - 


A farmers' co-operative organization described 

in subsection (b} (1) shail be exempt from taxation 
under this subtitle except as otherwise provided 

in section 522. Notwithstanding section 522, such 
an organization shall be considered an organiza- 
tion exempt from income taxes for purposes of 
any law which refers to organizations exempt from 
income taxes. 


Applicable Rules - 
(1) Exempt Farmers' Co-operatives - 


The farmers' co-operatives exempt from taxation 
to the extent provided in subsection (a) are far- 
mers', fruit growers', or like associations organ- 
ized and operated on a co-operative basis 


(A) for the purpose of marketing the pro- 
ducts of members, or other producers, 
and turning back to them the proceeds 
of sales, less the necessary market- 
ing expenses, on the basis of either 
the quantity or the value of the products 
furnished by them, or 


(B) for the purpose of purchasing supplies 
and equipment ior the use of members 
or other persons, and turning over 
such supplies and equipment to them 
at actual cost, plus necessary expenses. 


(2) Organizations Having Capital Stock - 


Exemption shall not be denied any such asso- 
ciation because it has capital stock, if the 
dividend rate of such stock is fixed at not to 
exceed the legal rate of interest in the State 
of incorporation or 8 per cent per annum, 
whichever is greater, on the value of the con- 
sideration for which the stock was issued, and 
if substantially all such stock (other than non- 
voting preferred stock, the owners of which 
are not entitled or permitted to participate 
directly or indirectly in the profits of the as- 
sociation, upon dissolution or otherwise be- 
yond the fixed dividend) is owned by producers 
who market their products or purchase their 
supplies and equipment through the association. 


(3) Organizations Maintaining Reserve - 


Exemption shall not be denied any such associa- 
tion because there is accumulated and main- 
tained by it a reserve required by State law 

or a reasonable reserve for any necessary pur- 
pose, 
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(4) Transactions with Non-members - 


Exemption shall not be denied any such as- 
sociation which markets the products of 
non-members in an amount the value of 
which does not exceed the value of the pro- 
ducts marketed for members, or which pur- 
chases supplies and equipment for non- 
members in an amount the value of which 
does not exceed the value of the supplies 
and equipment purchased for members, pro- 
vided the value of the purchases made for 
persons who are neither members or pro- 
ducers does not exceed 15 per cent of the 
value of all its purchases. 


(5) Business for the United States - 
Business done for the United States or any 


of its agencies shall be disregarded in de- 
termining the right of exemption under this 


section. 
57. Although this appears to give an overall exemption to 
many types of "producers' '' co-operatives, Section 522 provides 
(a) Imposition of Tax - 


An organization exempt from taxation under Section 
521 shall be subject to the taxes imposed by Section 
11 or Section 1201. 


Therefore these farmers' co-operatives described in Section 521, 
although considered to be organizations exempt from income tax 
for purposes of any law which refers to such organizations, none- 
theless are subject to ordinary corporation tax. 
58. Special rules for the computation of the taxable income 
of co-operatives ''exempt'' by Section 521 are provided by Section 
S22 (bi. , 

(b) Computation of Taxable Income - 


(1) General Rule - 


In computing the taxable income of such an 
organization there shall be allowed as deduc- 
tions from gross income (in addition to other 
deductions allowable under this chapter) - 


(A) amounts paid as dividends during the 
year on its capital stock and 


{B} amounts allocated during the taxable 
year to patrons with respect to its in- 
come not derived from patronage 
(whether or not such income was ‘de- 
rived during such taxable year) 
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whether paid in cash, merchandise, capital 
stock revolving fund certificates, retain 
certificates, certificates of indebtedness, 
letters of advice, or in some other manner 
that discloses to each patron the dollar a- 
mount allocated to him. Allocations made 
after the close of the taxable year and on or 
before the 15th day of the 9th month follow- 
ing the close of such year shall be consider- 
ed as made on the last day of such taxable 
year to the extent the allocations are attri- 
butable to income derived before the close 
of such year. 


(2) Patronage Dividends, etc. - 


Patronage dividends, refunds and rebates to 
patrons with respect to their patronage in 

the same or preceding years (whether paid 
in cash, merchandise, capital stock, re- 
volving fund certificates, retain certificates, 
certificates of indebtedness, letter of advice, 
or in some other manner that discloses to 
each patron the dollar amount of such divi- 
dend, refund, or rebate) shall be taken into 
account in computing taxable income in the 
Same manner as in the case of a co-opera- 
tive organization not exempt under Section 
521. Such dividends, refunds and rebates 
made after the close of the taxable year and 
on or before the 15th day of the 9th month 
following the close of such year shall be con- 
sidered as made on the last day of such tax- 
able year to the extent the dividends, refunds 
or rebates, are attributable to patronage oc- 
curring before the close of such year. 


59: Co-operative organizations not exempt under Section 521 
do deduct patronage dividends from their taxable income on the 
basis of accepted administrative practice. Section 522 (b)(2) re- 
cognizes this practice which had existed before the section was 
enacted, and allows the same deduction to co-operatives exempt 
under Section 521. 

60. Consumers' co-operatives have been held not to be within 
the exemption provided by Section 521. They generally are taxed 
as other corporations except that they may deduct patronage divi- 
dends from their taxable income, although a few special types may 
be able to fit themselves within a provision of Section 501. 

61. Patronage dividends can only be deducted by an organiza- 


tion organized as a co-operative and must in general provide that 
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a. 
surpluses will be divided according to patronage in their articles 
of incorporation. Reserves accumulated are not taxable if the 
individual member can claim a ''specific interest'' in a portion 
of it. But reserves accumulated from non-member patronage 
are taxable. 

62. In general, ,members of co-operatives are taxed on 
patronage dividends received frorm marketing co-operatives and 
from consumer co-operatives if the items bought therefrom are 
deductible as expenses. Dividends received in respect of ordi- 
nary consumer goods not deductible as expenses are not axe 
able. 

63. In surnmary, then, the main features arising from the 
rather complex framework of accepted practice, exemptions and 
exceptions to exemptions, are: 

(1) Co-operatives and only co-operatives may deduct 
patronage dividends from their taxable income, 
whether or not the dividends are paid in cash. 

(2) Certain co-operatives may deduct dividends paid 
on capital stock from their taxable income. 

(3) Patronage dividends are taxable in the hands of 
the recipients unless associated with the purchase 
of consumer goods and services. 

Great Britain 

64, Both the income tax and co-operative societies are com- 
paratively old in Britain. At first co-operatives were treated as 
"friendly societies'' under the Friendly Societies Act (1846) which 
gave them an exemption from Schedule C of the Income Tax which 
was income tax on income derived from the ownership of Govern- 
ment securities. In 1852 co-operatives came under the Industrial 
and Provident Societies Act which granted them the same tax status 


as friendly societies. In 1853 Friendly Societies were granted 
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exemption from Schedule 17, a tax on income from trading. 
This most important exemption was extended to Co-operatives 
under the Industrial and Provident Societies Act in 1862. In 
1879 the exemption was restricted to those co-operatives 
which dealt solely with their own members and did not res- 
trict the number of their shares. At the same time dividends 
received by customers were made non-taxable although this 
exemption was not extended to interest on share and loan 
capital. 

05. This exemption, however, was discontinued by the 
passage of the Finance Act of 1933 which provided: 


31.(1) Inthe application to any company or society of any 
provision or rule relating to profits or gains charge- 
able under Case I of Schedule D (which relates to 
trades) or under Rule 4 of the Rules applicable to 
Case III of Schedule D (which relates to the profits 
of certain cattle dealers and milk dealers) any re- 
ference to profits or gains shall be deemed to in- 
clude a reference to a profit or a surplus arising 
from transactions of the company or society with its 
members which would be included in profits or gains 
for the purposes of that prov’sion or rule if those 
transactions were transactions with non-members, 
and the profit or surplus aforesaid shall be deter- 
mined for the purposes of that provision or rule on 
the same principles as those on which profits or 
gains arising from transactions with non-members 
would be so determined. 


(2) Subsection (4) of section thirty-nine of the Income 
Tax Act, 1918 (which exempts certain registered 
societies from Income tax under Schedules C and D) 
shall cease to have effect. 


(3) It is hereby declared that in computing for the pur- 
poses of any provision or rule mentioned in subsection 
(1) of this section, any profits or gains of a company 
or society which include any income which is charge- 
able to tax by virtue of the foregoing provisions of this 


section, there are to be deducted as expenses any sums 
which - 


(a) represent a discount, rebate, dividend, or bonus 
granted by the company or society to members or 
other persons in respect of amount paid or payable 
to them on account of their transactions with the 
company or society, being transactions which are 
taken into account in the said computation; and 


(b) are calculated by reference to the said amountsor 
to the magnitude of the said transactions and not by 
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reference to the amount of any share or interest 
in the capital of the company or society. 


{4) A registered society whose business consists mainly 
in the making of investments, and the principal part of 
whose income is derived therefrom, shall be entitled 
to relief under section thirty-three of the Income Tax 
Act, 1918 (which relates to relief in respect of expenses 
of management), in the same manner and to the same ex- 


tent as if the business of the society were the business 
of a company. 


1 


(7) In this section the expression ''company or society” 
means any incorporated company or society whether 
incorporated in the United Kingdom or elsewhere, and 
the expression "'registered society'' means a society 
registered under the Industrial and Provident Societies 
Acts, 1893 to 1928, or under the enactments in force in 
Northern Ireland known as the Industrial and Provident 
Societies Acts (Northern Ireland), 1893 to 1929. 

66, Therefore under the law since 1933 co-operatives and 
private companies are taxed identically, paying the same rate and 
deducting patronage dividends. To be deductible, the prospect of 
dividend must be held out by the trader to his customer. It must 
either be paid in cash or withdrawable or transferrable share 
capital, orloan account, but if declared but withheld it is still 
subject to tax, 

67. In Great Britain income taxis normally withheld from 
payments of interest or dividend but for administrative conven- 
ience, a co-operative is exempted from this requirement. To 
compensate, itis allowed to deduct from the tax it would other- 
wise have to pay an amount it would have withheld on interest 

and dividend payments. It must also file a return showing per- 
sons to whom interest amounting to more than 15 pounds was 

paid together with the actual amount paid to each such person. 

68. In addition to income tax, corporations in Great Britain 
are subject to profits tax. Co-operatives (''registered societies"') 
are taxed at the same rate as other corporations but are allowed 
to treat dividends, bonuses and similar distributions to members 


on their shares in the society the same way as interest on moneys 


borrowed by the society, i.e., to deduct them as an expense. 


(Finance Act, 1958, section 26(2). 
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Sweden 

69. The income tax in Sweden is the most important 

source of government revenue. It provides over half of the 
National Government revenue (1957-58) and virtually all of 

local government revenue. There are two income taxes, 

national and local, but they are administered together under 
national law. Rates, but not rules, of local income tax vary 
between localities. 

70. The national income tax is assessed against three 

types of taxpaying entities: individuals, ''economic associa- 
tions, '' and companies. The definition of "individuals" is 
conventional. ''Companies' refers to the ordinary limited 
liability corporation in which distribution of profits is made 

in proportion to capital invested. ''Economic associations" 
include co-operatives and certain private businesses, parti- 
cularly those involved in real property ownership. They are 
organized under a different statute than the ordinary cO@rpora- 
tion. 

TT. Before 1938, co-operatives were considered "individuals" 
for income tax purposes and therefore subject to steeply progres- 
Sive rates. Although this was advantageous for the smaller co- 
operatives, it penalized the larger ones greatly in comparison 

to private companies who were taxed on the proportional system. 
le. In 1938 co-operatives were given the status of economic 
associations. As such, they use the same principles as other 
business enterprises in determining their income, but currently 
are subject to a tax rate of 32% which is one-fifth less than that 
of corporations which are taxed at 40%. This lower tax rate is 
applied to all ''economic associations, '' not only to co-operatives. 
Co-operatives may deduct patronage dividends paid out or set 


aside for later payment under by-laws to its members or patrons. 
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The total amount of such deductions may not exceed the income 
earned by the co-operative in its co-operative activity. Mem- 
bers and non-members must be treated alike in the paying of 
patronage dividends. 
TS: The recipient is liable for tax on interest earned on 
shares he holds in a co-operative, on dividends from pro- 
ducers' co-operatives (which represent an addition to the price 
initially received), and for dividends from consumers! co-op- 
eratives if the amounts of the purchases themsleves were de- 
ductible expenses. He is not liable for patronage dividends 
which were paid to him on the basis of non-deductible purchases. 
Summary 
74. There is considerable similarity among Canada, the 
United States, Britain, and Sweden in the tax treatment of co- 
operatives. The major similarities and differences are as 
follows: 
1. In Canada, the United States, and the United Kingdom 
co-operatives are considered to be corporations and 
are generally taxed at the same rate as other corpora- 
tions. In Sweden co-operatives are considered to be 
"economic associations" and are thus subject to a 
lower rate of income tax than are ordinary private com- 
panies. 
2. In all four countries, patronage dividends may be de- 
ducted by a co-operative from its taxable income. In the 
United States and Sweden, and under somewhat more 
stringent conditions in Canada, patronage dividends are 
deductible whether paid in cash or credited to members' 
equities. In the United Kingdom they are deductible only 
if paid in cash or in a form readily converted to cash. 
3. In Canada and the United Mivigvick: any company may de- 


duct patronage dividends from its taxable income. 
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Pay. © ae 
In Sweden and the United States, only co-operatives 
may do so. 
In all four countries income earned from business with 
non-members ig taxable unless patronage dividends 
are paid to non-members. In Sweden, non-members 
and members must be treated alike before any divi- 
dend can be deducted. In the United States, 'farmers' 


co-operatives" lose their exempt status under Section 


521 unless they treat members and non-members alike. 


In all four countries, the recipients of patronage divi- 
dends are taxable on dividends received from pyoducers' 
co-operatives, and from consumers' co-operatives if 
the purchases were deductible expenses. Dividends re- 
ceived on ordinary consumer expenditures, being con- 
sidered a price rebate, do not add to "income" and are 
not taxable. 

Canada has two unique provisions regarding co-operatives. 
One is the exemption from income tax of new co-opera- 
tives for the first three years of their operation. The 
other is the provision that a co-operative may not, by 
the deduction of patronage dividends, reduce its taxable 
income below an amount equal to three per cent in its 


capital employed, less certain interest costs. 
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CO-OPERATIVES AND FOREIGN INVESTMENT 


Pie In further assessing the position of co-operatives in 
the national framework, it is necessary to recognize some of their 
overall contributions in order that the taxation question may be 
placed in proper perspective. Not the least important role of co- 
operatives in the Canadian economy is that relating to ownership, 
investment and the balance of payments. 

76. It is well known that for many years Canada has been 
heavily dependent on foreign capital, both to finance the errs on 
her eure international transactions and to finance her domestic 
real capital formation. This dependence has given rise to some 
serious problems. One has been the difficulty of maintaining 
balance of payments equilibrium. Another has been the growth of 
foreign control in the Canadian economy. 

Pts During the boom decade of the 1950's, Canada ex- 
perienced an influx of foreign capital, largely from the United 
States, totalling $§ 7.7 billion for the ten years. This figure re- 
fers to net new capital inflows only, and does not include reinvest- 
ment of profits of foreign concerns operating in Canada. The 
capital inflow led to a current account deficit of comparable size, 
by discouraging exports and encouraging imports through its effect 
on the foreign exchange value of the Canadian dollar and its stimulus 
to Canadian investment and prosperity. By the latter years of the 
1950's, the structure of the Canadian economy had become adjusted 
to an annual current account deficit well in excess of one billion 
dollars offset by an equivalent amount of new long term borrowing 
abroad. 

78. There is no denying the important contribution of 
foreign investment to Canadian economic growth, prosperity and 


employment. However, the heavy reliance on foreign capital 


placed the balance of payments in a precarious position, as the 
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events of 1962 showed all too clearly. Inthe first place, the 
dividend and interest payments necessary to finance this debt to 
outsiders grew in step with the debt itself, and have become a 
major contributor to the imbalance of the Canadian current 
account. In 1949, interest and dividends payments to foreigners 
were $390 million; in 1962, these payments had grown to $781 
million. Moreover, the interest component at least of these 
Payments represents a firm, continuing claim on future earning 
of foreign exchange. 
+9. Perhaps more troublesome than the burden of 
foreign debt charges is the potential instability of the rate of 
inflow of new foreign capital. If the rate of capital inflow falls 
sharply, a rapid equivalent reduction in the current account 
deficit is required to protect the external value of the Canadian 
dollar without excessive pressure on the foreign exchange re- 
serves. Itis difficult and painful to induce quickly a large re- 

~~ 

duction in the current deficit, but the rate of inflow of foreign 
capital can be quite volatile. Inthe first half of 1962, the net 
inflow of foreign long term capital was $445 million smaller 
than in the first half of 1961, anda major reason for the 
austerity program was the need to reduce the current account 
deficit as far as possible accordingly. The austerity measures 
imposed real hardships on the Canadian people, in the form of 
higher living costs and an interruption of expansionist policies 
to cope with unemployment. But there is no guarantee that the 
crisis measures were anything more than stop-gaps that did 
not get to the real roots of the balance of payments problem. 
A part of the fundamental solution would be to reduce the re- 
liance of the Canadian economy on foreign capital, with its 
accompanying growth of interest and dividends payments and 


danger of instability in the rate of inflow. “ 
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80. Anothey problem arising from reliance on foreign 
capital, additional to the dangers involved for balance of payments 
equilibrium, is the matter of foreign control. Foreign equity in- 
vestment has tended to concentrate in particular industries in the 
resource development and manufacturing fields. 
81. There has been growing awareness of the problems 
that arise from heavy concentration of outside ownership in par- 
ticular industries and the potential danger to economic independence 
that this creates. It has been charged that United States based 
firms preserve export markets for themselves, that little or no 
research is allotted to Canadian subsidiaries, that managerial 
and other important positions are staffed by outsiders, that much 
of their profits are taken out of Canada, that decisions of the U.S. 
government or of U.S. parent companies restrict export sales into 
new markets by Canadian subsidiaries, and that Canadian sub - 
sidiaries are beyond the control of Canadian monetary policy 
because of their ready access to finance from their parents. 
There appears to have been emotional exaggeration in some 
quarters of the quantitative importance of some of these pro- sigs 
blems to date. However, they are at least potential prob ms. 
of some gravity, and it would be well to reduce them if possible 
by a reduction in Canada's reliance on foreign capital. 
82. Thus the problem of maintaining balance of pay- 
ments equilibrium and the problem of minimizing foreign control 
of the Canadian economy both point up the need for increased 
Canadian self-reliance in financing real investment. Co-opera- 
tives have an important role to play toward this end. While it 
is true that in total they represent a small proportion of the 
nation's business, the principles under which they operate fit 


well into the maintenance of Canadian ownership and control. 


Capital for financing co-operatives is supplied by the members 
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themselves and these members in turn are the owners of the bus- 
iness. The amount of non-resident participation would therefore 
be negligible. The Alberta Wheat Pool paid less than one-half of 
one per cent of its patronage dividends to non-residents in 1960-61, 
and this is probably fairly typical of most other co-operatives. 

83. Because of their principles of ownership and control 
co-operative organizations do not give rise to problems of foreign 
ownership. Because of their almost complete reliance on Canadian 
sources of finance, they do not add to the inflow of foreign capital 
or to the burden of debt charges payable to foreigners. Indeed, 
their usefulness in these latter respects is more fundamental than 
might appear at first sight. A firm which borrows only in Canadian 
Capital markets does not itself borrow funds from aborad, but it 
tends, by absorbing part of the limited supply of Canadian sav- 
ings, to force other firms to borrow abroad. On the other hand, 

a co-operative which finances itself with undistributed patronage 
dividends is not putting pressure on the general capital,market, 

but rather is acquiring finance by providing its members with 
encouragement and opportunity to save. 

84. There has been a great deal of publicity regarding 
the use of the tax structure to encourage Canadian financing and 
control of Canadian business. In the light of current conditiens, 
there seems to be some justification for such an approach. In 

this case, the special features of co-operatives in this regard 
would require recognition in the form of maintenance or aug- 


menting of such tax treatment as they now receive. 
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EVALUATION OF PAST GROWTH AND RELATIVE POSITION OF 
CO-OPERATIVES IN THE CANADIAN ECONOMY 


85. It has been suggested in various quarters that co-opera- 
tives in Canada have enjoyed an excessive rate of growth, based 
on an alleged tax advantage overtheir private competitors. R. Craig 


MclIvor describes this viewpoint in the following words: (27) 


86. '' 'Private' enterprise nevertheless directs 
its major criticism at section 75{1), which pro- 
vides for the deduction of patronage dividends in 
computing the taxable income of co-operatives. 
The objection is two-fold, relating in part to the 
fact of deductibility of patronage dividends allo- 
cated, whereas corporate dividends, to which 
they are regarded as comparable, are not 
deductible; and in part to the allowable forms 
of allocation, which permit co-operatives to 
conform to the legal requirements governing the 
allocation of such dividends while in fact retain- 
ing all, or a substantial part of the funds for 
their own use. Section 75(1) is therefore re- 
garded as conferring upon co-operatives a 
critically competitive advantage with respect 
to the raising of capital to finance expansion; 
and it is commonly asserted that without such 
an advantage, their postwar growth would have 
been much less striking and their competitive 
inroads much less significant than those reflected 
in the statistics presented earlier in this survey. 


87. In those sectors of the Canadian economy 
where co-operative enterprise is found, 'private’ 
enterprise interprets this problem of tax-inspired 
advantage in varying degrees of urgency; but it is 
quite clear that in some particular areas of mer- 
chandising and of marketing the situation is viewed 
as threatening the continued existence of private 
enterprise. '"' 

88. Elsewhere in this brief it is argued that co-operatives 

do not in fact enjoy preferred treatment under Canadian Taxation, 

although there is a good case they should. The purpose of the 
present section is to consider the allegation that co-operatives 


pose any significant threat to existence of other forms of business 


enterprise in Canada. 


(27) McIvor, R. Craig; Recent Growth in Canadian Co-operatives; 
Canadian Tax Papers, No. 28, Canadian Tax Foundation, June,1962Z, 
page 28. 
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89. The co-operative movement is proud of the growth it 
has enjoyed in Canada in the twentieth century. Members and 
managers of co-operatives trend to feel that the co-operative 

is an ethically and economically desirable method of conduct- 
ing business, and they are naturally eager to see co-operatives 
grow and multiply. However, while there are some -who look 
toward the establishment of a completely co-operative economy, 
probably most adherents of co-operation regard it as a supple- 
ment to ''private'' enterprise in areas where ''private'' enterprise 
fails to perform adequately by itself. Probably few supporters 
of co-operation regard the movement as a threat to the existence 
of ''private'' enterprise. Consideration of neither the present 
position nor the recent growth of co-operatives in Canada could 
lend support to the view that co-operatives pose unreasonable 
competition to other forms of business enterprise. The present 
position and the recent growth of Canadian co-operatives will be 
discussed in turn. 

90. Some perspective on the relative magnitude of co-oper- 
atives in the Canadian economy is needed. Total retail trade in 
Canada in 1961 totalled $16,664 million, while total sales by 
merchandising co-operatives in that year were $388 million or 
2.3 per cent of total retail trade (28). Business of wholesale 
co-operatives in 1961 amounted to $319 million, an amount 
equal to 3.6 per cent of total Canadian wholesale business of 
$8931 million in that year.(29) In other words, "private"! 
retailers handled over 97 per cent of Canadian retail business 
in 1961; "private'’' wholesalers over 96 per cent of Canadian 


wholesale business. Data are not available to indicate the 


(28) See Appendix B Table 1 


(29) See Appendix B Table 3 
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share of marketing co-operatives in total marketing done in 
Canada. However, the share must be very smali. Marketing 
sales of farm products comprise most of the co-operative 
marketing done in Canada, and these amounted to $1018 million 
in 1961.(30) Total marketing of all items in Canada must 
amount to several 1) mes the Gross National Expenditure, 
which measures total sales of finished goods and services only, 
and which was $37,421 million in 1961. Im short, an overall 
view of the activity of co-operatives in Canada hardly suggests 
that they have seriously encroached upon other forms of business 
organization. 
Fis The overall view is important for the perspective it 
gives, but it does hide many details. Therefore, the tables 
in Appendix B are submitted for specific cmsideration. Table 1 
provides some of the details for merchandising co-operatives; 
Tabie 2 for marketing co-operatives. Table 1 shows that co- 
operatives enjoyed about one-third of the market for feeds and 
fertilizers in recent years, but in other areas of retailing their 
1961 share ranged from a high of 7.9 per cent in hardware to a 
low of under one per cent in clothing and furnishings. Table 2 
is not concerned with the majority of product markets in Canada, 
where co-operative activity is generally insignificant, but only 
indicates the portion of farm cash income derived from sales of 
marketing co-operatives. In 1961, 34 per cent of total farm cash 
income came through marketing co-operatives, whose share for 
particular products was highest for grain and seed at 59 per cent 
and lowest at only 2 per cent for tobacco. It is apparent that 
almost the only markets in Canada where égvoperatives have a 


substantial share are those closely connected with farming. Such 


(30) See Appendix B Table 2 
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markets are those for the marketing of farm produce and the 
supplying of feeds, fertilizers, farm implements and farm 
hardware. Co-operatives' importance in these markets is a 
reflection of farmer dissatisfaction with other forms of busi- 
ness enterprise, as is exemplified in the survey of the history 

of the Alberta Wheat Pool elsewhere in this submission. In 
other markets, the share of co-operatives is generally too 

small to arouse any justifiable concern among adherents of 

other forms of business organization. 

92: Nor does an inspection of the recent growth of co- 
aperatives in Canada provide grounds for a forecast that they 
will steadily replace "'private'' enterprise. Again, an overall 
view is useful. From 1947 to 1961, the Canadian Gross 

National Product increased by 2.72 times in terms of current 
dollar values. Over the same period, the total dollar value 

of business of marketing, merchandising and wholesale co- 
operatives together increased 2.18 times. This crude com- 
parison does serve to indicate that co-operatives have not in 
aggregate encroached on "private" enterprise. 

93. The accompanying Tables present some of the details 
underlying the aggregates. Table 1, concerned with merchandis- 
ing co-operatives, shows the largest absolute gain in co-operative 
sales in the food products category, a gain of 78 million dollars 
from 1947 to 1961 or of an impressive 278 per cent. However, 
this reflects the impressive growth of the total market for food 
products. The co-operative share did not change significantly 
according to Table 1. In a few other areas of retailing, especially 
in sales to farmers, co-operatives did substantially increase 
their share of the market, but their share of total retail sales in 
Canada grew only modestly from 1.8 per cent in 1947 to 2.3 per 


cent fourteen years later. 
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94. Marketing co-operatives have in recent years remained 
confined for the most part to their ‘sghiceal role in handling 
farm produce. While these markets in aggregate have not 
grown as fast as the Canadian economy at large, co-operatives 
have increased their share of these markets. Co-operative 
marketing sales were 29 per cent of farm cash income in 1947, 
34 per cent in 1961, as Table 2 shows. These aggregates con- 
ceal wide variations among particular markets. The portion of 
farm cash income from co-operative sales dropped sharply in 
inti and vegetables and in tabacco, and remained almost un- 
changed in eggs and poultry, between 1947 and 1961. Almost 
all of the absolute increase in co-operative sales arose in the 
three markets, dairy products, grains and seed, and livestock. 
95. However, while farm cash income from these three 
sources rose by $788 million from 1947 to 1961, co-operative 
sales of these products rose by $468 million. Thatis, while 
co-operatives expanded their share of these markets, they did 
it by capturing an above average portion of the growth of the 
markets, and not by forcing an abeolute contraction of their 
competitors. 

96. Wholesale co-operatives have grown at a rapid rate 

in recent years, as Table 3 shows, increasing their total 

sales by 280 per cent from $84 million in 1947 to $319 million 
in 1961. However, in interpreting this large percentage figure 
one must remember MclIvor's warning that ''These extra - 
ordinarily high rates of growth in co-operative wholesaling 
figures are in part explained by their relatively small base. '(31) 
In other words, percentage changes approach meaninglessness 


as the base on which they are computed becomes smaller. A 


(31) McIvor, Op. cit., page 25. 
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- 44 . 
family whose numbers increase by 50 per cent from 2 to 3 with 
the birth of its first child is not on its way toward predominance 
in the nation's population, even if the nation's population rises 
by only two per cent or so in the same period. (Indeed, it isa 
criticism that might be directed to various points in Mclvor's 
own study, that the careless reader may be led, by the absence 
of more frequent reminders that many large percentage increases 
are computed from small bases, to an exaggerated notion of the 
growth of co-operative business in Canada.) Wholesale co- 
operatives did expand their share of total Canadian wholesale 
trade from 2.5 per cent in 1947 to 3.6 per cent in 1961. This 
relative growth in general reflected a catching up with the retail 
co-operatives’ share of retailing, as the wholesales became 
more diversified and able to provide a larger proportion of the 
retail outlets' requirements. But the retail co-operatives have 
not significantly altered their share of tutal retailing, and this 
imposes a severe restraint on the further growth of the co- 


operative share in wholesaling. 


Rikse This survey provides no support for the suggestion that 
co-operatives in Canada endanger other forms of business organi- 
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CONCENTRATION IN CANADIAN MANUFACTURING INDUSTRY 
98, In a study published in 1957, Professor Gideon 
Rosenbluth has made an exhaustive analysis of the degree of 
concentration in ninety-six Canadian manufacturing industries 
in 1948 (32). The following table presents a fragment of his 
results for a group of industries chosen to illustrate the wide 


range of degrees of concentration which existed. 


TABLE 


Concentration in Canadian Manufacturing Industry, 1948 


Number of firms required to 


Industry account for 80% of employment 
Aluminum 0.8 
Automobiles | ae 
Petroleum Products x20 
Sugar Refineries 4.1 
Slaughtering and Meat Packing 1S er 
Condensed Milk iz. 0 
Flour Milis peat 
Butter and Cheese Factories 369.9 
Feed Mills 469.8 
Saw Mills 1843.4 
99. A wide variety of factors influence the degree of 


concentration of an industry. One factor is the size of the indus- 
try itself. Although there are large industries which are highly 
concentrated and small industries with low concentration, gener- 


ally speaking the larger the industry the lower the concentration, 


(32) Rosenbluth, Gideon, Concentration in Canadian Manufacturing 


Industries; National Bureau of Economic Research, No. 61, 
General Series, Princeton University Press, 1957. Table 
from Appendix Table A-1l, pp. 111-113. 
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= 46. — 
simply because there is room for more firms. 
100. The geographical location of an industry in 
Canada affects the degree of its concentration. An industry, 
such as aluminum, in which geographic location is of para- 
mount importance and transportation costs are not a major 
factor tends to be highly concentrated. On the other hand, 
for industries where transportation costs are relatively large 
and markets are geographically separated, there tends to be 
low concentration. Examples are feed mills and sawmills. 
104. Industries which require a high capital: labour 
ratio tend to have a greater degree of concentration than do 
industries in which a higher proportion of labour is used. Sub- 
stantial economies of large scale operation tend to be associated 
with techniques requiring a high capital: labour ratio. Also, 
high capital requirements tend to increase concentration by res- 
training the entry of new firms into such an industry. 
102: The Alberta Wheat Pool handled 42.3 per cent of 
Alberta grain deliveries in the 1961-62 crop year, and is the 
largest firm in the grain handling industry in Alberta. Itis 
argued in some quarters that the Pool owes its share of the 
market to an allegedly favourable tax treatment as compared 
with its competitors. However, the above few paragraphs 
illustrate that ordinary corporations have grown to dominant 
positions in various industries for various reasons. In the 
case of grain handling, the high capital: labour ratio involved 
and the substantial economies of large scale operation tend to 
bring about a fairly high concentration in the industry. In an 
industry where one would expect to find a fairly high concentra- 
tion, the Alberta Wheat Pool acquired its large share of the 
market at its inception on the basis of farmer dissatisfaction 


with previous marketing arrangements; and the Pool has-main- 
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tained its position by maintaining the loyalty of its suppliers 


‘"+ou@gh continuing to serve their interests. 
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ECONOMIC CONTRIBUTIONS OF THE ALBERTA 
WHEAT POOL TO THE REGIONAL ECONOMY 


103. Economic contributions effected by the Alberta 
Wheat Pool in the province may be measured concretely. Con- 
tributions in this sense have been both local, to individual com- 
munities, and provincial, extending throughout all regions. The 
highlights of such benefits endowed on communities by the Pool's 
presence are noted for consideration in that the application of 
corporate income tax on amounts available for patronage dividend 
distribution would greatly reduce the extent of these present con- 


tributions. 


104. The Pool was originally organized as a counterforce 
to monopoly, a function which is preserved to this day. The econo- 
mic significance of this concept stems from stabilized marketing 
arising from the increased collective bargaining power of farmers. 
The early years of this century exemplify theinequities suffered by 
the individual grain producer resulting from his inferior bargaining 
position in dealing with monopoly marketing concerns. * Such condi- 
tions wrought a depletion in monetary returns to the individual far- 
mer. With decreased purchasing power, he was less well equipped 
to provide for himself and his family to say nothing of effecting 


technological improvements in his enterprise. 


105. The association of farmers in marketing their zrain 
has definitely enhanced their individual economic positions. Where- 
as before the commencement of pooling grains, the individual's dis- 
content had little effect on the market situation, today the combined 
voices of farmers, united by a single purpose, place significant 
attention on areas of disparity. Monetary returns have improved, 
standards of living have been raised, and advances in technology 
have been utilized. Such advances are directly due to a stabilized 
marketing environment made possible largely by the Pool. 


106. In the 1960-61 crop year, 39.5% of total provincial grain 
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SED 
deliveries were made to Pool facilities by Pool members. (33). 
Secavned excess charges to producers less necessary expenses 
were therefore based on this percentage. Because of strict ad- 
herence to this principle of service at cost, the Pool was able 
to return well over six hundred thousand dollars in cash (See 
Appendix D , Table 1 ) to Alberta's local, and on a broader 
scale, regional economy. At the same time, other grain mar- 
keting concerns, who commanded 58.5% of the market, may 
have used similar funds to pay stock dividends to shareholders 
(not necessarily residing in Alberta or even in Canada) or eoutd 
have left eidint gaa amounts in surplus accounts as undistri- 
buted earnings. 
107, The significance of the above comparison involves 
two points. Firstly, the Pool directly returns the benefits of 
efficient operation and service at cost to its farmer-owners, thus 
enhancing their individual economic positions. Secondly, by 
functioning mainly as a provincial concern, the collective amounts 
returned to individuals as patronage dividends contribute to the 
economy in the locality of their origin which concurrently is of 
benefit to the aggregate provincial economy. 
108, There is little doubt that one of the most measure- 
able contributions to Albertans resulting from Wheat Pool mar- 
keting is the return of patronage dividends to members. For 
example, the 1961-62 crop year saw $1, 465,999 distributed to 
Pool farmers in cash and approximately $1.2 millions allocated 
to their reserve accounts to be claimed upon retirement. 


Through allocation of these funds, the problem of undistributed 


(33) Deliveries by both Pool members and non-members to Pool 
elevators accounted for 41.5% of total Provincial grain deliv- 
eries in crop year 1960-61. Member deliveries accounted for 
95.6% of deliveries to Pool elevators. Therefore, (41.5% x 
95.6%) 39.5% of total deliveries in Alberta were made to Pool 
elevators by Pool members. (See Appendix C , Table 1 ). 
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earnings does not apply to the Alberta Wheat Pool. Corporate 
undistributed earnings reportedly constitute a major headache 

in our current tax system (34). The co-operative Pool, because 
it does not add to this problem, makes a sizable contribution to 
the economy of the province. 

109. Appendix D , Table 2, shows representative 
trading centres in Alberta and the amounts resulting from cash 
patronage dividends which went back into these respective com- 
munities in 1961-62. It should be noted that the recipients were 
responsible for payment of personal income tax on not only the 
cash portion, but also on dividends retained as reserves. How- 
ever, it is obvious that substantial sums accrue to each point 
and it should be observed that the centres noted are not neces- 
sarily the largest nor the smallest in terms of grain deliveries 
for their respective areas. They were chosen as centres where- 
in cash patronage dividends would most likely pass to the local 
merchants. 

Baer When one considers that since inception, the Al- 
berta Wheat Pool has returned to members some $11.4 millions 
in cash dividends and approximately $21.6 millions in reserve 
dividends, the economic importance of the Pool to local commun- 
ities is apparent. If such funds were not available to the farmers 
as consumer dollars, the impact on local and regional enterprise 
would be felt by every sector of the economy. With agriculture 


accounting for approximately 25% of Alberta's net value of pro- 


(34) Information in a recent tax study by A. Emile Beauvais, 
R. Bredin Stapells, George T. Tamaki, and Harold P. 
Herington, which we understand was made available to 
the Royal Commission on Taxation by Finance Minister 
Gordon. The study stated that the current tax systems 
"tend to encourage excessive accumulation of corporate 
earnings.'' One of the recommendations made was that 
corporations be given an incentive to distribute their 
earnings through a special tax abatement on a percent- 
age of dividends paid. 
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et os 
duction (35) and with the Wheat Pool share of grain marketings 
resting around 40% of the total deliveries to elevators, itis 
obvious that the curtailment of patronage dividends in cash, or 
in reserve form which becomes cash eventually, would check 
the pace of rural business activity. 
Lit. Referring specifically to the patronage dividend 
reserve amounts and their economic effect it should be noted 
that these amounts accumulate in members' accounts and ee 
such time as they retire from farming or reach a certain age 
limit, Kae accumulations are refunded in full. Consequently, 
such amounts represent a ''retirement'' fund to the farmer who 
has not the ready access to similar methods in providing for 
his later years as does the city or corporate worker - most of 
whom enjoy benefits through company contributory plans. Funds 
which are allocated to members' reserves are subjected to per- 
sonal income ca in the recipient's hands even though he does 
not receive them in cash form. In the 1961-62 crop year, 
$1,172, 857's worth of reserves were purchased from members 
in the ''retirement'' catagory or from estates of deceased mem- 
bers. 
212, It is submitted that the availability of amounts 
accumulated through reserve patronage dividends alleviates the 
strain on both national and provincial er security measures. 


Farmers have traditionally occupied a low income bracket (36) 


(35) Alberta Industry and Resources: Alberta Bureau of Statistics, 
Department of Industry and Development: Edmonton; 1959: page 
9 (latest statistics available) 


(36) Although average realized farm net income per Alberta farm 
equalled only approximately $4100 in 1962 (calculations based 
on statistics in DBS Catalogue No. 21-202, May 1963; Census 
of Canada, 1961 - Bulletin SA-1 page 65) a similar average 
per Canadian farm is closer to $3000. 


It is accepted that the farm family has a slightly lower cost of 
living than the city dweller. Income in kind is more readily 
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with little opportunity to place aside amounts for retirement 


years. Therefore, amounts received from the farmer's own 


organization upon the termination of his farming activitiesarea 
tangible and measureable economic contribution to his sup- 

port in non-productive years. Some Pool members have re- 
ceived up to $13,000 in the form of reserve patronage divi- 
dends upon reaching a ''retirement"' bracket. 

£13. Should the taxation of patronage dividends on a 
corporate scale inhibit the ability of the Pool member to pro- 
vide for security in old age, it would be tantamount to social 
and economic discrimination against the Pool farmer-owmer. 
114, It would be a direct debasement of the position 

he has come to occupy through his own initiative. It would place 
an additional and unnecessary burden on the social security pro- 


grams of government and a consequent heavier tax load on all 


available to rural families. Housing is probably cheaper 
although perhaps not of as high a standard. Nonetheless, 
farm income fluctuates more frequently. Market situations, 
weather conditions and crop yields on which farm income 
depends are more variable factors than urban labor wage 
rates. According to Samuelson (Economics, An Introductory 
Analysis; page 492) ''Farming is an up-and-down industry. 
Corn, wheat, beef, pork and other farm products are sold 
in highly competitive markets whose prices change yearly, 
daily, hourly and by the minute. The farmer swings at the 
very end of our seesawing economy. Good times bring him 
great percentage increases in income. Depressions cause 


his cash income to drop away to very little..... since 1947 
farm income has been sliding downward relative to other 
incomes, both in total and in per capita terms.'' Conse- 


quently, the agricultural producer must attempt to provide 
for lean years from earnings of more successful times. 
Non-agricultural labor can usually depend on a definite in- 
come for a given period. Some consideration must also be 
given to income arising from factors other than labor alone. 
Whereas non-agricultural labor income is strictly a labor 
return, net farm income is a return to a combination of 
catagories - namely management and investment as well as 
labor. Capital investment requirements alone are substan- 
tial in farming enterprise. A return to investment therefore 
should be realistically be expected. In spite of these latter 
considerations, average net farm income per Alberta farm 
is only slightly higher than average per capita non-agricul- 
tural labor income. On this basis is is contended that the 
farmer occupies a low income bracket. 
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a 
taxpayers in the nation. | 
Lis. An outstanding feature of the Canadian grain busi- 
ness is the relatively low handling charges paid by the producers, 
and the fact that they have not increased, over the years, in pro- 
portion to other costs. The grain handling charges in this country 
are among the lowest in the world. 
116. In 1923, when the Alberta Wheat Pool contracted 
with the elevator companies to handle Pool wheat the fee agreed 
upon was six cents per bushel. From 1925 to 1930, when Wheat 
Pool elevators were operating, all companies handled Pool wheat 
for four cents for the top three grades and five cents for the others. 
From 1930 to 1932, the charge went up to five cents for all grades 
and down to four cents between 1933 and 1935. The Canadian Wheat 
Board paid an average of four and one-half cents per bushel from 
then until 1942, when the Pool offered to handle for three cents. 
The price went back up to four and one-half cents in 1948 and re- 
mained there until 1962, when it advanced to five cents. 
LbT. In spite of the tremendous advance in prices since 
1931, including the quadrupling of the figure for wheat, elevator 
charges are almost identical to those prevailing in the depression 
period. The Pool has acted as a restraining influence in prevent- 
ing these costs from skyrocketing in line with the general infla- 
tionary trend. 
118. The foregoing economic contributions are due direct- 
ly to the fact that the Alberta Wheat Pool is a co-operative and func- 
tions with the principle aim of giving service to its members. Be- 
cause of the measurable benefits the Pool bestows on farming and 
rural communities, it is suggested that no recommendation which 
would act to restrict such benefits should be advanced by this Com- 
mission. 


119. Patronage dividends are economically distinct from 
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corporation profits and should not be subject to income tax on the 
same basis. These dividends presently constitute a significant 
portion of consumer purchasing power. Their reduction or dis- 
continuance due to tax would produce a resultant decrease in 
consumer spending. This would not be in the best interests of 


the provincial economy. 
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SOCIAL CONTRIBUTIONS 
120. It is submitted that the activities of the Alberta Wheat 
Pool contribute to the social well-being of both members and non- 
members of the organization. Some of these contributions are a by- 
product of the achievement of economic reform in grain marketing 
while others are a direct result of definite programs undertaken by 
the Pool. A brief discussion of eachtype follows. 
21% Social achievements have resulted directly from grain 
marketing activities of the Pool and also from the manner in which 
the Pool is organized. It is submitted that security of ownership 
results from the fact that only stipulated types of farming meet the 
qualifications necessary for an individual to become a farmer- 
owner. Consequently, there is no possibility for persons not en- 
gaged in farming at the producer level to gain control of the organ- 
ization for their own ends. 
i222. A further safeguard stems from the one-member- 
one-vote provision. This assures that no one individual may direct 
the policy to his advantage alone. The small producer is guaranteed 
the same voice in government of the organization as the largest 
operator in the Pool. 
P23. The two examples noted in the foregoing paragraphs 
give all members an equal say in government and control as well 
as the knowledge that outside interests cannot i-‘erfere and direct 
Pool activities along lines foreign to the wishes of members. A 
share in the Pool cannot be purchased in the same manner as is the 
case for most "ordinary'' corporations. The members mee secure 
in the knowledge that they will always have the final say as to how 
their organization is to conduct matters which affect their business. 
124. With respect to other contributions of a social nature, 
attention is directed toward some of the specific educational pro- 


grams undertaken by the Alberta Wheat Pool. One of the basic 
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a. 
principles inherent in the co-operative philosophy advocates con- 
tinued provision for education. All of the following activities are 
oriented with this basic aim in mind. These programs are equally 
available to members and non-members of the co-operative. They 
are offered as a means for improving the lot of all farm people 
and agriculture in general. 
125. Rural youth constitutes perhaps the most important 
segment of today's rural population. The future of the nation's 
agriculture rests on the shoulders of young people in farming com- 
munities. A continual depletion of the rural population due to the 
reduction in the number of farm families increases the need for 
those who remain to acquire advanced farming skills and education 
in order to meet the challenge of continued specialization. 
126. A number of programs are undertaken by the Alberta 
Wheat Pool which are oriented towards providing educational oppor- 
tunities for rural youth. The Pool sponsors 35 delegates to the 
Annual Farm Young People's Week in Edmonton. The delegates 
attend a short course at the University of Alberta. Members of 
the Pool field service staff assist the Department of Extension in 
conducting the course. 
ar 4-H projects constitute a major sector of the Pool's 
program of agricultural education and extension. 4-H Girls Garden 
Clubs have been regularly sponsored for a number of years and from 
fifty to sixty clubs are now in operation each year. This activity 
provides excellent training with suitable awards given for general 
proficiency. 
128. Another 4-H project underwritten to a large extent 
by the Pool concerns the 4-H District Camps. A cash grant is con- 
tributed and members of the field staff serve as camp staff mem - 
bers. 


129. Field Crops Clubs are sponsored jointly by the Alberta 
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ae 
Wheat Pool and some other grain trade organizations for persons 

in ie 4-H Club age bracket. Numerous projects are available to 
club members including test plots where various fertilizer treat- 
ments are used. Suitable awards are given an the total cost is shared 
equally by the sponsoring groups. 

130. A number of scholarships and bursaries are made 
available to students from rural communities for study at various 
provincial educational institutions. Two such bursaries are valued 
at $500 each and are tenable for 5 year periods at either of Alberta's 
universities. Three scholarships in household economics are also 
offered to deserving young people who have been members of A!- 
berta's 4-H homemaking clubs. These too are tenable at the univer- 
sity. 

$31. Six bursaries in honour of Henry Wise Wood, first 
president of the Alberta Wheat Pool, are provided for deserving 
students who may wish to enter one of Alberta's Schools of Agricul- 
ture. The purpose of these bursaries is to assist farm boys and 
girls to attend an agricultural college and who may not have suffi- 
cient financial means to do so. 

132. Looking at similar contributions the Pool makes to 
other sectors of the rural population it is again noted that agricul- 
tural education and extension piay the dominant roles in the program 
Orientation. Leadership courses are offered to farm people at which 
senior leaders of farm and rural organizations may discuss, study 
and more fully understand the sociological and human relations fac - 
tors affecting farming, farm living and rural life. Pool field service 
representatives often assist in conducting the programs. Two such 
courses offered under partial or total Pool sponsorship are the Banff 
Leadership Techniques Course and the Rural Leadership Conference. 
133. A Teacher Training Program has been undertaken 


more recently whereby the Pool sponsors a number of rual teachers 
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a ee 
so they may attend a summer training course. One teacher is 
selected from each of eight districts within the province. 

134. A most important source of agricultural information 
is provided to both the business and rural communities by the Wheat 
Pool Budget, an official weekly publication of the Alberta Wheat Pool. 
With a circulation ranging from 6,000 to 8,000 copies per week, the 
Budget conveys information concerning crops, farm income, market 
conditions, agricultural legislation along with general news both to 
rural inhabitants and urban organizations. Banks, transportation 
companies, farm machinery concerns and governmental departments 
and agencies are only some of the many businesses who receive this 
newsletter free of charge. The Budget also serves as a vehicle for 
explaining the co-operative and its place in the economy. 

£3). A number of other publications are also distributed 
by the Alberta Wheat Pool from time to time. The information con- 
tained therein is accurate and reliable. Some cited examples would 
be Grain Varieties in Alberta, Students Story of Wheat and Our Feet 
on the Ground. The latter booklet is issued in conjunction with the 
Saskatchewan and Manitoba Pools and concerns soil and land con- 
servation. 

136. Finally, the field service staff of the Alberta Wheat 
Pool preform innumerable functions of a service nature which con- 
tribute to all phases of rural activity. Providing educational films, | 
giving instruction in public speaking or parliamentary procedure, 
organizing and participating in community projects and generally 
working for the benefit of agricultural people are only some of the 
many contributions these men make to country life on behalf of the 
Wheat Pool. The social consequences of these programs are of in- 
estimable value. 

Lay In conclusion, Appendix E, Table 1, sets out mone- 
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tary donations made by the Alberta Wheat Pool in 1961-62 to various 
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educational activities. Although the total amount is fairly substan- 
tial, the overall value by way of what these donations provide to rural 
inhabitants at no cost to themselves is of a magnitude Saimecicoahek estima- 
tion. It is therefore submitted that the Alberta Wheat Pool works in 
the public interest to an extent beyond most, if not all, competitors 
in the grain trade. Specific attention must be directed to this aspect 
when considering tax measures which may inhibit the ability of the 


Pool to function in such a manner. 
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GROWTH OF ALBERTA WHEAT POOL AND ITS PRESENT 
COMPETITIVE POSITION IN THE GRAIN HANDLING BUSINESS 


138. It has long been contended by competitors that the method 
of taxing co-operative organizations resuits in distinct competitive 
advantages as against joint stock and private business concerns. 
La: It would seem that evidence in this regard indicates other- 
wise. Similar complaints against co-operatives were voiced before 
the McDougal Royal Commission on Co-operatives (37) which dealt 
with them in the following manner: 


140. "We find no basis for the view that the free- 
dom of co-operative associations from income 
taxes has, in the past, induced the associations 
to engage in unreasonable direct price competi- 
tion, or enabled them to damage their competi- 
tors by attracting funds which otherwise would 
have been available for investment in ordinary 
business. Whether the ability to pay patronage 
dividends gives an association a competitive 
price advantage is debatable. It would appear, 
therefore, that the chief competitive advantage 
which the co-operative associations as entities 
enjoy, by reason of their tax exempt position, 
lies in their present a pacity to set aside larger 
reserves than they could if they were taxed on 
the same basis as are their competitors. This 
conclusion finds support in the fact that co- 
operative marketing associations do not appear 
to have been able to obtain a larger proportion 
of the business of marketing farm produce." (38) 


141. It is noted that since the writing of this Report, legisla- 
tion has been enacted which no longer affords co-operatives a 
tax exempt position. Nevertheless, competitors still insist 
that a competitive advantage accrues to co-operative enter- 
prise through the accumulation of reserves, which, in most 
cases, are liabilities in the hands of the co-operative and 
really belong to the members themselves. 

142. If the above allegations were indeed true, then co- 


operatives would hold the dominant position in their respective 


(37) Report of the Royal Commission on Co-operatives: 
Cloutier, Edmond; Printer to the King's Most Excellent 


Majesty: Ottawa, 1945; page 35 5 
(38) Ibid. , page 35 
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competitive enterprises. We have statistically demonstrated 

in this submission that such is not the case. Co-operatives 
today, hold essentially the same market position in the economy 
as they held some fifteen to twenty years ago. This statement 
is substantiated by the Report of the Royal Commission on 
Price Spreads of Food Products in referring to the extent of 
co-operative competition in the food processing industry: 


143, "The most significant conclusion to be 
drawn from the data..... is that the share of 
the processing which is done co-operatively 
has been barely holding its own. This reve- 
lation may come as somewhat of a surprise to 
many people who realize that recent years have 
witnessed a steady if gradual increase in both 
the dollar value and the absolute amount of 
processing done by co-operatives.........-.- 
However, parallel increases have occurred 
in the total amount of processing. Since 
total processing and co-operative processing 
have increased at roughly similar rates, the 
co-operative share of the processing has re- 
mained relatively unchanged. '"' (39) 


144, The Price Spreads Commission Report (40) goes on 
to state that there are only three possible ways in which 4 ca« 
operative might gain competitive price advantage: 


(1.) if it was larger, stronger or more efficient 
than competitors, this superiority might be 
demonstrated by paying higher prices to 
producers or accepting lower prices from 
consumers; 


(2.) co-operative competition might be strong 
enough to cause market prices generally 
to be more completely competitive; and 


(3.) co-operatives might find it at least possible 
to equal the less satisfactory price treat- 
ment being meted out by competitors. 

The conclusion of the Commission, however, lends sub- 


stantial support to our contention that co-operatives do not 


unduly endanger the position of their competitors: 


(39) The Queen's Printer and Controller of Stationery, Ottawa; 
Volume 111, 1960; page 9 


(40) Ibid., page 21 
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145. "While it is possible to find illustrations 

of all three types of situation just indicated, 

there are certainly very few cases where 

Canadian co-operatives have deliberately set 

out to pay more or charge less than their 

private competitors." (41) 
146. It may be observed from the foregoing that the com- 
petitors of co-operatives argue against co-operative enter- 
prise, not on the ground that co-operatives actually occupy a 
position that is economically advantageous as against ''ordinary'"' 
business concerns, but rather on the basis that they choose to 
suspect the co-operative method of conducting business as the 
reason for their own inability to keep pace with the changing 
competitive demands of a modern economy. We have demon- 
strated the minute but important competitive position occupied 
by co-operatives on a national scale. We shall now demonstrate 
the significance of the role played by the Alberta Wheat Pool in 
the handling and marketing of grain. We shall also show why 
the Pool has enjoyed marked success in Kg complex marketing 
procedure, resulting in the growth of facilities and membership. 
Further we shall prove that such expansion which has occurred 
has not been due to any preferential tax treatment but rather 
results from the same conditions as those which demand en- 
largement for any type of business organization. 
147. The membership drive for the Alberta Wheat Pool com- 
menced in August 1923, with the sign-up objective of 2,842,798 
wheat acres. (42) This area amounted to fifty per cent of the 


total wheat acreage of the preceeding year. Although the initial 


sign-up was short of the objective by some 200,000 acres, the 


(41) Ibid., pages 21 and 22 


(42) Nesbitt, Leonard D., Tides in the West; Modern Press, 


Saskatoon; 1962; page 49 
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oe 
membership was sufficiently inces to prompt the initiation of 
marketing activities by the Pool trustees. Consequently, the 
largest share of the grain market enjoyed by the Alberta Wheat 
Pool was acquired at inception and not through a continual 
erosion of competitors’ business. 
148. The growth of the Alberta Wheat Pool is reflected by 
the statistics presented in Appendix C, Table 1. It will be 
noted from column (4) that in the first yeaz of operation, 
namely 1923, nearly 26% of the wheat crop was marketed by 
members of the Pool. It should also be mentioned that this 
market share was the result of only two weeks canvassing 
on behalf of proponents of the co-operative Wheat Pool and 
that the prospective members approved the pooling method 
of ek even though the harvest was almost under way. 
This example substantiates our contention that Alberta 
farmers were dissatisfied with the existing methods of mar- 
keting their grain and were prepared to take the risk of 
organizing the Wheat Pool even though it was almost too 
late in the season. It will be noted further from column (4) 
that by 1925, the third year of the Pool's existance, 48% 
of the wheat marketed in Alberta was marketed by Wheat 
Pool members: This absolutely confirms that the Wheat 
Pool share of the Alberta market was acquired at inception, 
due to the farmer dissatisfaction with existing marketing 
methods and grain handling concerns. 
149, Initially, the Alberta Wheat Pool was organized 
to market only the wheat production of its members. A 
five year contract was initiated in 1923 and when this ex- 
pired in 1927, a second five year contract took its place, 


due to expire in 1932. While these contracts were for the 


express purpose of handling wheat, a voluntary oat pool 
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was organized in 1929 and operated for that crop year. Ad- 
ditionally, small amounts of coarse grains were handled 
through the Wheat Pool but only on a consignment basis as 
these crops were actually marketed by established grain 
handling concerns. It was not until the Pool acquired its 
own elevator facilities on a scale equal to patron demand 
that the acceptance of coarse grain crops for marketing 
became the general practice. 
150. It will also be observed that concurrent with the. 
completion of a sufficient number of elevators to meet the 
marketing requirements of Pool members, came a sharp 
decrease in the percentage of wheat handled by the Pool. 
However, a significant increase in the Pool's total mar- 
keting of all grains did not occur to offset the wheat per- 
centage decrease. This decline was probably effected by 
certain conditions. 
| bof It is apparent that by the time the Pool had be- 
come of a size necessary to meet the delivery require- 
ments of the members (1930-31 when 438 country elevators 
were operating), it had established a market share of be- 
tween 25% and 30% of the provincial total marketings for 
all grains. Further, this percentage range was substantially 
less than the initial Pool share of wheat marketings com- 
manded in the first six to seven years of its existance 
(average of 43.6% for 1923-24 to 1929-30). 
152. The main influence behind this decline revolves 
around the 1929 overpayment and the subsequent govern- 
ment loan to the Pool. Some farmers ceased delivery to 
Pool facilities in view of the then current world economic 


conditions and the possibility that the Pool would not be 


able to meet its financial obligations due to the imminent _ 
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prospect of a depression. The majority of members remained 
as patrons and saw the Pool through this period of difficulty . 
However, those who ceased to patronize the Pool also con- 
tributed to the decline of the Pool's market share. It is also 
probably fair to state that because of more competitive local 
marketing conditions largely brought about by the entry of the 
Pool into the grain handling business, other organizations were 
forced to more actively compete for farmers' grain. These 
companies met the challenge and retained the largest share 
of the market in addition to actually increasing their share at 
the Pool's expense. 
153. Turning to the latest five year period of Wheat Pool 
marketings, colurmns (4) and (7), it will be noted that the Pool 
percentage of provincial wheat marketings has recovered some- 
what from the position of the 1930's, but is still less than was 
the case in the first few years of operation. Therefore, re- 
ferring specifically to the percentage share of the wheat market, 
the Pool is only regaining the market share it enjoyed initially. 
It follows then that attempts to show the Alberta Wheat Pool as 
forcing its way into a new market position are false. Poc- wheat 
marketings, in absolute amounts, reached an all time high in the 
crop year 1927-28 and this has not been equalled since. 
154, Colurnn (7), Appendix C, Table 1, shows the Wheat 
Pool's market share of all grains delivered provincially. It 
should be noted that for the years 1923 to 1929, the percentage 
is fairly low due to the building and acquisition of Pool country 
elevators. For this period, Pool grain was handled through 
existing elevator facilities and some handlings are recorded 
even up to 1934. However, by 1930, the Alberta Wheat Pool 


had acquired a sufficient number of country elevator facilities 


to handle member business. This number did not substantially 
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change until 1947, when Northern Grain Company discontinued 
country elevator operations and the Alberta Pool acquired some 
of their facilities. 
155. Returning to column (7) however, it will be noted that 
a record market share was recorded in 1929-30, a level that 
was not equalled for some twenty years. In the intervening 
period, the Pool maintained from 25% to 33% of the market, 
about 95% of which was acquired at inception. 
156. From 1950 to 1961 there has unquestionably been a 
moderate increase in the Pool share of all grains marketed 
in Alberta. The years during and immediately following the 
Second World War saw a greater number of Alberta country 
elevators in operation than are present today. This enlarge- 
ment was due to the back-up of grain during the war and the 
big crops of the early fifties, with the consequent demand 
for more storage. However, it is well known that techno- 
logical change in most industries has brought about areca 
plant rationalization since the war. The agricultural and 
grain industries have adapted accordingly to meet new 
demands. Consequently, the over-building during the war 
years forced higher operating costs in periods of smaller 
crops and lesser demand, resulting in uneconomical opera- 
tion of many smali country elevators. Greater dependance 
has been placed upon storage charges to earn revenue, a 
fact which has also contributed to the maintenance of small 
elevator points which would have been prohibitative if earn- 
ings had depended on handlings alone. 
TST. Such conditions have forced a move in the direction 
of consolidation in order to economically move producer 
grain to market. Foresight in this area permitted the 


Alberta Wheat Pool to prepare for this eventuality at various 
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times during the last twelve years. With one or two grain 
companies retiring from country elevator operations due to 
limited facilities and high costs of operation it is natural 
that the Alberta Wheat Pool would receive some patronage 
from previous deliverers to these concerns. It is submitted 
that this has been one of the main reasons behind the slight 
increase in Pool share of the grain market. 
158. Consolidation of enterprise is not exclusive to the 
grain industry. There are many examples of similar eco- 
nomies being effected by the sarme method in today's business 
environment. Recent attention has been focused on the oii 
industry in this regard. Plant rationalization was recom- 
mended in the MacPherson Royal Casapucnition Report for 
the railroad industry. The meat packing business has seen 
the gradual disappearance of smaller packing plants and an 
enhancement of large corporate concerns. Even at the retail 
level, chain grocery stores place continued pressure on the 
traditional groceteria. 
159. There is little doubt that such methods are com- 
petitive tools in business enterprise and apply to Wheat Pool 
operation in the grain industry. 
160. Coupled with the modern trend towards consolidation 
and larger corporate structures is the fact that less oppor- 
tunity exists for business enterprise on a smaller scale. While 
some opportunity is provided to shareholders in corporate 
joint stock concerns to share in the benefits resulting from 
economies thus achieved, there is nat the same obligation to 
return such benefits to corporate shareholders as exists in 
the case of co-operative members. 


161. The relatively small-scale farmer has his position 


enhanced as the co-operative moves to greater efficiencies 


xt | ¥ pip 
} Ail 
Neu, page 


t f r F # ray . ay Sy 

ia 4 api ie he 
m4 SPRUE 
ri ut wel! ry Beli 


| a i ” von 


- a ae be 2 ' | 
Ii — ion i i wa stg heliingi i pitisaieae RM RNY a 
BP! ye i ele r A ese Ay “wien ie Masai Be onset 
Wis ‘ode one Hott seth <adaronion' ceed dit i ta i 
Bisi i eevtin a) hs cote evans ons scoot ot Neowwdd ano beter: 
| | wine Geary xe vhdlshck neva ‘of to wnat es nh 
hesrpe od yhees, ‘ash wasmuowny e'écubieimayy” oi es eiivitone 
dassobst tics oxtt te vo ert alt ‘bo Vientiane, ‘palig tk id ot 
"tenes OE ae ptetetent ‘etiwand as 2 ae vba 
Loe a da out evttapssait be wally rr poeinnt oat we Saal wine! ey 
$: aid cote esl tty yet renigeet ss warn watt wait fo Mowsis a we 
eodecithng.s ‘iibntictee @3i essing a darned dead wtiay 
am as hoot nen Seen Myo: ana ‘eke D white tat 
wibsemedeperid tentperasy spat Wei ibis ith ha th esd ep eat Wahepbinin a 
~~" etipant sapiadtialll Sa Mahila Ra iene pried ae on mn tek aE any 
oat ea , ignidaspm? mw evn ou add Peden gph 
tiger Hore Hd 108 sion We ivmelinntinntty wit HAND eta or Me Rae Me 
‘ ctives metivahmay es Lot ait Sa SA etllil is id me j) 
bore: ak detditete tts inl? Yor pict) hema e) babar ) ott evpert Mitadcte 
od? genthinegd ot pelnipaite wh i) Ted yi aeesh np tt GY wil bats 
4% at) lo oxellow ninmomees wl? i veneaedine hires oe ai ioe ¥ 
eine Nim tab Wanderers 


-areiy moviw ip lie gldictninei Sea Peegao yineThd T ee aA bial PY 
totais aot toncW haraicllih: dial (2 Soveinod Beassvue ba? gai’. 

« WCEOsrrqite. ot! dis breath eneednind Dei Mil Beh CY wild of { 
wel en .CE-OETL woniv tai 4 cachitoni FP welt .D athe 


nwoncaud ah Cartes sits ices we we ba Kean pwentd ee doad D 


< 


snoveevites sie lo 268 cpa poy Poon) Heres eal too dT @eatt dado 


Se 
in that benefits are returned via service at cost and patronage 
dividends. Simply, it means that although he retains his 
sovereignty in economic enterprise, he is afforded the op- 
portunity of improving his return as an entrepeneur and 
maintaining his bargaining position at a time when the trend 
is towards big business. 

162. By the same reasoning, the Pool as am economic 
institution benefits from the improved position of its mem- 
bers. Because of its economic nature, the marginal pro- 
ductivity of the organization's resources can only be eaual 
to the marginal productivity of the resources of the individual 
members on a joint basis. Therefore, as the members' 
positions advance, the resources they allocate to the Pool 
as a result of the increase in functions they perform on a 
joint basis through it promotes its economic significance. 
163, While this concept recognizes the Pool as an 
economic institution, it also places the proper emphasis 
on its function as being an institution to serve the member- 
ship rather than to serve itself. Consequently, as the 
institution benefits, the members benefit in direct propor- 
tion. The enrichment of the Pool organization results 
strictly from the enhanced position of the members and 
this is passed directly back to-the members because the 
Pool is dedicated primarily to the economic welfare of its 
members at all times. 

164, An extremely important consideration when view- 
ing the success achieved by the Alberta Wheat Pool relates 
to the percentage of business done with its members. 
Appendix C, Table 1, indicates that since 1938-39, as far 


back as these statistics are available, member business 


with the Pool has never been less ‘han 80% of total deliveries. 
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165. Currently, for the crop year 1960-61, the percent- 
age of deliveries indentified with members reached 95.6%, 
only 0.2% less than the established record of 1958-59 which 
recorded 95. 8%. 

166. The very fact that the percentage of member busi- 
ness is so high and! jhat it has been steadily increasing over 
the past 20-odd years, imdicates that the farmer-owners 
appreciate the concept of the organization's operation on a 
"service-at-cost'' basis which, in turn, acts to improve the 
individual's own economic position. 

167. Closely related to the percentage of member busi- 
ness, is the freedom of all grain producers to deliver grain 
to the elevator of their choice. This basic right has not 
always been available to producers. Congested country ele- 
vators often prevented Pool members from delivering to 
Pool facilities. In the period from 1950 to 1958, when 
severe congestion prevailed due to high yields and limited 
export sales, many Pool elevators were unable to accept 
member grain. : 

168. It is therefore submitted that the percentage of 
member business both during the years before the imple- 
mentation of the Bracken Report recommendations (43 ) 
and even at the present time could well have been higher 
than was and is the case. 

169. The success and growth of the Alberta Wheat 
Pool has not been due to tax advantages nor to the fact 
that,as some contend,it has an access to interest free 
"forced'' member loans. On the contrary, it has been 
due largely to the nature of the organization which creates 


(43) Bracken, John: Report of the Inquiry into the Distribution 
of Railway Boxcars; 1958 J 
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in members a desire to patronize their own facilities. The 
Pool was formed as a result of a tremendous wave of popular 
enthusiasm engendered by resentment against the abuses 
prevalent in the grain trade. It was formed by farmers who 
were desperate to the point of putting their faith in an untried 
idea and contributing, in actual cash, over $8,000,000 from 
the sale price of their grain. They own all of the assets and, 
through their democratically elected representatives, con- 
trol the destiny of the organization. Each member, as he 
contemplates the Pool elevator at his shipping point, can 
say with pride, ''l own a piece of that and I help to manage 
it in my own interests"'. 
170. Careful management, following the highest ethical 
principles of doing business, and the loyalty of the members 
have, over the years, brought the Pool to its present enviable 
position where it occupies a place of high prestige in the 
minds of rural people and, indeed, reople in all walks of 
life in the Province. 
E7t. Further proof that the growth of the Pool has not 
been as a result of special tax concessions made to co- 
operatives can be demonstrated by the fact that capital ex- 
penditures of $16,221, 887 in the last 9 years for country 
and terminal elevator facilities, an office building, and 
forage seed handling facilities have been financed by funds 
from sources available to any other business. During this 
period money for capital expansion has been obtained a a 


the following sources: 
1. Capital Cost Allowances $12, 397, 071 


Ze Bank Boan 3, 500, 000 


3. Earnings on which Income 
Tax was paid. i, 132, 108 
$16,529, 179 
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17g. It is interesting to note, however, that during the 
S#riod in question cash patronage dividends paid to the mem- 
hers and retained by them have been equivalent to an average 
return of 5.4% on their total investment in the Pool. An 
organization with the prestige and financial stability of the 
Alberta Wheat Pool could quite easily have gone into the 
money markets and obtained these funds at a price no 
greater than the dividends paid to the members who loaned 
them to the Pool. Obviously, therefore, the argument that 
interest en "forced" loans have been a factor in the growth 


of the Pool cannot be supported in the light of these facts. 
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PATRONAGE DIVIDENDS AND THE 
TAXABLE INCOME OF A BUSINESS 


i123. In matters involving the tax treatment of co-operatives 

in comparison with that accorded ordinary corporations, one af 
the central issues, if not the central issue, hinges on the accept- 
ability of a distinction between corporate income and shareholder 
dividends on the one hand and the revenue and patronage dividends 
of the co-operative organization on the other. It is sometimes 
argued that because dividends paid by an ordinary corporation | 
to its shareholders are not deductible from the corporation's 
taxable income, then equitable treatrnent would require that 
patronage dividends of a co-operative should not be deductible 
from the taxable income of the co-operative. The basis of 

this argument is the assumption that there is no essential dif- 
ference between a dividend payment on share capital and a 
patronage dividend. This assumption i hi focnded: 

174. Clearly shareholder dividends declared by an ordinary 
corporation and indeed earnings retained to the credit of share- 
holders arise as a residual return on the use and deployment of 
capital assets or capital funds contributed by the shareholder 
group. By reason of the way in which net income is calculated, 
this residual return must necessarily include any element of 
profit which may be present, as well as a payment for the use 

of shareholder capital. The fact which must be emphasized 
here is namely that the taxable net income of the ordinary 
corporation can only be defined as the residual earnings 

arising as profit and a return to owner's capital and clearly 
assignable as such to the capital contributing group. And it 

is not too much to say that the objective of the conventional 


business corporation in the long pull is to try to maximize. 
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the return to owners, i.e., to maximize the combined flow of 
profit and return on capital accruing to the shareholder group. 
75. The prime motivation of the co-operative organization 
ig not the same, however. Its objective is to maximize the 
returns to customer members. For this purpose, receipts of 
the organization are allocated according to a quite different 
principle and a quite different scale of priorities. For instance, 
residual receipts of the organization are viewed as being as- 
signable to mermbers as patrons and not to members as con- 
tributors of capital or as underwriters of financial risk. If 
an explicit rate of return on members’ capital is recognized 
at all, itis specified as a limited and predetermined rate of 
return on member contributions. It is after such a calculation 
that remaining amounts of net receipts are allocated to mem- 
bers in proportion to patronage. The patronage dividend in 
this case is essentially the sarme as a price rebate, and the 
residual net receipts utilized need not even arise in the hands 
of the business if a different initial pricing policy were to be 
used. Where an explicit rate of return on members’ capital 
is not specified, then the residual net receipts of the co- 
operative must be viewed as consisting of both an element of 
earnings on capital and an element of customer overcharges 
available for rebate to member patrons. 
176. Hence the retained earnings and dividends declared 
by an ordimary corporation represent entirely a return to 
shareholders for the provision of finance and the assumption 
of risk attaching thereto. Patronage dividends declared by 
a co-operative on the other hand may often consist in part 
of a retroactive price adjustment in favour of member 


patrons of the co-operative. This component need only 


arise, as receipts to the co-operative because of the - 
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widespread practice of pricing the services of the business 
initially at going market prices. Hence much of the difficulty 
concerning the matter of taxation of co-operatives arises from 
a failure to recognize that patronage dividends may often con- 
tain the two components just mentioned; and from the difficulty 
of separating the components in practice even when they are 
recognized in principle. The two components of a co-operative 
dividend require different tax treatment if the taxation of co- 
operatives is to be similar to that of ordinary corporations. 
at pe The portion of a patronage dividend which is a price 
adjustment in favour of the patron of a business cannot be 
said to come out of the income of the business. Indeed, present 
tax regulations recognize this even in the case of patronage 
dividends paid by ordinary corporations. Other examples of 
comparable pricing practices by ordinary corporations may 
serve to emphasize this point. A retail grocery store may 
offer five per cent of all marked prices on a certain day of 
the week. The income of the store calculated on any reason- 
able basis would include only the actual receipts at the cash 
register and not the additional five per cent difference between 
marked prices and those actually charged. Again, it is wide- 
spread practice in retailing to print on the package of a com- 
modity, for example, ''price marked is fifteen cents off regular 
price.'' The income of the business offering such an induce- 
ment is calculated from the price actually charged, not from 
the fictitious ''regular'' price. And again, a corporation which 
puts a "premium" of three new pennies in each package of its 
product deducts those pennies from its taxable income. In 
short, whatever promotional devices are used to dramatize 


price adjustments in favour of the customer, taxable income 


is calculated on the basis of actual prices after the adjustments 
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have been made. That portion of a patronage dividend which 
represents a price adjustment in favour of the patron is similar 
in nature to the above practices of ordinary business corpora- 
tions. The retroactive price adjustment in the patronage divi- 
dend, like other promotional devices already mentioned, is 
simply another form of indirect price competition--and a form 
which is probably less upsetting to the competitors of the co- 
operative than would be direct price competition concentrated 
on the initial price. Hence similarity of tax treatment requires 
that the price adjustment portion of a co-operative's member 
dividends be deductible from taxable income of the co-operative, 
and that income ascribable to a return on equity capital be taxed 
in the same way as for ordinary corporations. 

178. One form in which confusion between the two components 
of a patronage dividend appears is the argument that a co-opera- 
tive cannot make true price adjustments in favour of its member 
patrons because it does not deal ''at arm's length" with them. In 
other words, the argument is that there is no "adverse interest'' 
between a co-operative and its member-patrons, so it is in 
principle impossible for the former to make price adjustme is 
in favour of the latter. Now this argument is valid with respect 
to that portion of 2 patronage dividend which consists of return 
to investment, for here the patron-member of a co-operative 

is in a position similar to that of a shareholder in bn ordinary 
corporation. But the argument is not valid with respect to that 
portion of a patronage dividend which consists of a price adjust- 
ment, for there the patron-member is in a position similar to 
that of an ''arm's length'' customer or supplier of an ordinary 
corporation. The member of a co-operative plays two roles. 

He is an owner of the organization, and he is one of its cus- 


tomers or suppliers. Because the two roles are combined in 
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the same individual, it is easy to confuse them, but the sepa- 
ration must be made if eo uperatene are to receive tax treat- 
ment similar to that of ordinary corporations. The need for 
separation of the two roles involves the need for separation 
of the two components of patronage dividends. 
r79. The problem in applying this principle is, of course, 
the difficulty of satisfactorily separating the two components 
of the co-operative patronage dividend in practice. A common 
procedure for coping with such a problem is to assign an im- 
puted "'normal'' rate of return. That is, a 'normal'"' rate of 
return on equity capital could be applied to calculate the 
portion of patronage dividends which would appropriately be 
regarded as a return on equity investment and therefore tax- 
able in the hands of the co-operative. The remainder of 
patronage dividends would be regarded as price adjustment. 
The level of the imputed ''normal'"' rate of return would have 
to be struck by the taxing authority, but in the choice df a 
rate, a number of considerations are relevant: 

(1) The imputed rate of return on mermbers' 
equity should reflect the most readily accessible 
investment alternatives in practice available, 
to the same general group of people involved 
as members of the co-operative. A good yard- 
stick for marketing co-operatives might take 
reference to the rate of return generally 
available in the members' own type of business. 

(2) The choice of an imputed rate of return 
on the equity investment of a co-op member 
must recognize the fact that the ordinary cor- 


poration has already a considerable advantage 
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over the co-operative in the matter of raising 
capital. This is so by reason of a greater 
degree of share transferability facilitated by 
active and at times highly specialized markets 
for the trading of corporate shares. 

(3) The choice of an imputed rate of return 
must also recognize that ''going'"' or "market"! 
rates of return on equity investment in a wide 
variety of industries may well be considerably 
higher than what is here referred to as a 
"normal" return. In the present context, 
"normai'' return means the profit and return 
to capital under perfectly competitive con- 
ditions. Most industries lie somewhere in 
a spectrum of possibilities between pure 
monopoly on the one extreme and perfect or 
atomistic competition on the other; what 
economists call "imperfect competition" 
prevails in most industries. But itis only 
under conditions of perfect competition that 
there is any assurance that a ''normal" rate 
of return on investment will tend to prevail, 
that is, a return just sufficient to attract 
adequate amounts ofcapital and entrepreneur - 
ship to the industry so as to assure the lowest 
possible prices to consumers consistent with 
costs of production. It is very difficult with- 
out a great deal of study to place any particular 
industry within the spectrum of types of im- 


perfect competition and to determine the extent 


by which its profits may have been augmented 


are 


7 a wre _ 
A 7 
ae — i wher spies . Heats 
re 


4 ; pean ort: 


Sea .¥erleober 09 wire cia! 


ie . Ne 


avd bane “fae 


é .t0d30 Sf) GO Babes Die) Ry terttee Yo 4 


“— +\ 
agiA qlovisaiet w wiad ow © 


er A a 


: an et ane t 
sdieancutend| nse baed vicina 


fms os senior tt 


’ £23 beetle water 


sand 


sent seltay 


Srweaues Yoo) « +e Yar «ud artes "Rainy syils 
; é 
be orn “Deas ees de 
-o7 te eid Antatee ts bo m « 
aghete Sf a ica 2 a 
: od team wiydemece: tan sore 
“sev *SQrMmigun fo rm Clay oer Ti 
a4 
| 
° 4 . oe | ‘« _ + phe 
P7702 Phar Figen: lw Warts Gti bene bien 
“IRQIO TEM YO svsiagvago-oo. 6 af eno tiwd 
Si £5 If OetSt Otek tH wo! ta droidus 
. A 
" bat tans a1 vino latiga> bd @ee evedstsest 
A ; 
- 
: & meg thors Seeitec sOl yitleor of 
SPR KOT 24 | sec Seah! JSDeors é GTALE STE 
s 
; ' orwie? seca | ite mere > £i eral $ 
Swi. TIS a Lee ry oy } od fe thes 
J 
esis t wee ©? ¢€e ue i 8 ey a 
- ore wo! “iy hevyai evivgs 
~t2Ie% § WPeqe-63 TH £31k a siivd 
“oD F "534 7% Mt wise! any Ph, Fe 
ae 
“oo Tuas 44 ebowb » OBetoting lo tate 
" ’ f e g - pei 7" 
eetutaier * Ph inbeowe wea vodarti 
é > ° 
nA ov ie LOdo~ Prec ams 3 
; 
ailnet ef) } Ss Nay ar i, > SQ<0 rt 
} Seine neo dsidw poteenctaeid e4f ol evita 
4 
al : Gigterrivnavu?’ les oiwipar ‘nis oem ne aw ied 
Sas trad one ort a> evivaiege-os 6h) ni 
7 


8) oe 
Gen sboatt 
‘ 
i 
Te 
baal f 


\) 
J 
bs 
‘ 
io~ 
F 
ki \ 
m ‘ 
F 
4 
‘ 
¢ 


i. fe 


- 78 - 


by administered prices in a market slightly or 
substantially less than perfectly competitive. 
The point is that the ''going'' rate of return 
may exceed the ''normal'"' rate by a margin 
that varies from industry to industry, and 

that ''going'' rates thus may be a poor measure 
of the 'normal'' rate. 

(4) In the choice of an imputed rate of re- 
turn, the motivation of members must be 
considered who may willingly make contri- 
butions to a co-operative or other organi- 
zations at low or zero rates of return. If 
members subscribe capital only in order 
to qualify for patronage dividends, then a 
presumption is present that the patronage 
dividends contain an element of return on 
capital. However, if individuals contribute 
capital out of a willingness to sacrifice 
alternative investment income for the 
belief in the ideals of co-operative enter- 
prise, then the return on investment com- 
ponent of patronage dividends is corres- 
pondingly reduced. Both motives pre- 
sumably are present in different mixtures 
in different members of a co-operative. An 
indication of the importance of the idealistic 
motive is the disproportion which can exist 
between members' individual investments 
in the co-operative on the one hand and 


receipts of patronage dividends on the other. 


Those members who have a relatively high 
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ratio of investment to dividends may be accept- 
ing voluntarily their relatively low rate of return 
on investment out of idealistic motives. 

If there is to be no tax discrimination 
against co-operatives, that portion of patronage 
divi( 4nds which represents return on member 
investment should be granted the same dividend 
tax credit in the hands of the member that is 
granted to dividends received by persons hold- 
ing shares of ordinary Canadian corporations. 
However, this provision, while fair, might 
prove exceedingly difficult to administer. It 
would require each individual who is subject 
to personal income tax and who receives pat- 
ronage dividends to separate by imputation 
the two components of his patronage dividends 
and then to cormpute his dividend tax credit on 
the relevant portion. A less exact but much 
simpler means of compensating co-cperatives 
for their present disadvantage under the pro- 
visions of the Canadian personal income tax 
respecting dividend tax credits would be an 
appropriate reduction, below the 'normal'' 
rate of return, of the imputed rate used to 


calculate a co-operative's taxable income. 


It seems useful now to explore more fully the impli- 


cations of the previous argument concerning co-operative 
earnings and price policy on the ability of ordinary cor- 


porations to compete with co-operative enterprises. 


One general observation needs to be made at the 


If it should turn out in particular industries or 
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in general that the co-operative method of carrying on busi- 
ness can out-compete other pms of business arrangement, 
then it is natural and desirable in the public interest for the 
co-operative forms to flourish relat... to other types of 
enterprise. Arguments recommer:i ig vlicy which 
attempts arbitrarily to pace the growth of co-operatives with 
that of other enterprises in the same industry are senseless. 
The public interest lies in the direction of encouraging those 
enterprises, regardless of form, which can provide their 
products or services at lowest cost. In achieving this end, 
there is no reason to presume that the co-operative form 
need be at any particular advantage or disadvantage in find- 
ing and adopting the most efficient managerial and techno- 
logical skills, SESE, and equipment. But there are 
two other possible ways in which the co-operative enter- 
prise may be able to perform its services more cheaply 

to the benefit of either consumers ws producers. In the 
first place, the philosophy and motivation of a co-operative 
enterprise are such that the members are committed to a 
limited rate of return on capital. This would certainly 
exclude any drive for elements of monopoly profits even 

if such elements were available to owners of other enter- 
prises in the industry. Secondly, a voluntary commitment 
to a limited return on capital might well indicate a willing- 
ness to supply capital at something less than a normal" 
return under long-run perfectly competitive conditions. 

One reason why members might be willing to supply capital 
at alow return could be their desire for the assurance, 
available through co-operative organization and patronage 


dividends, that they are not being exploited by the going 


market price; such assurance is valuable even in the 
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absence of actual exploitation. 
182. The first of these possibilities simply means that in an 
industry already characterized by elements of imperfect com- 
petition, the co-operative organization will be able to offer 
more iveaieabte final prices consistently. This is so since 
the co-operative organization will offer a final price on its 
services such as to yield a normal or competitive rate of 
return on capital and not necessarily the maximum yield that 


conditions in the market will permit. The growth of co-opera- 


in 


tives. under these circumstances can only resound to the benefit 
of society as a whole just so long as enough support of capital 
can be found to accept a limited return when others in the 
industry may be receiving more. If there are not enough 
offers of capital on this basis, then the growth of the co-op- 
erative movement will automatically be self-limiting without 
any help from public policy. And as everybody knows, the 
financing of co-operative enterprises on this basis has always 
constituted one of the most severe limiting factors to the 
viability of the co-operative movement. Where the final prices 
charged for the services of the co-operative are struck so as 
to yield a normal return to capital, the pressure exerted on 
other firms in the industry is to do likewise, but no more. 
Given the sarne general level of technical and managerial 
efficiency, cther firms cannot be pushed below this rate of 
return to capital. They may also earn in excess of this rate 
by competing on a non-price basis in a variety of ways. 

183. The second possibility mentioned earlier is the case 
where a significantly large number of individuals dedicated 

to a co-operative ideal may be willing to contribute organi- 
zational effort and capital at zero or in any event something 


less than a normal rate of return. In this case, final prices 
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available to member-patrons of the co-operative could be so 
favourable as to place conventional competitor firms under 
severe long-term pressure. Once again, the extent of this 
pressure would depend on the effectiveness of non-price com- 
petition on the part of conventional firms. In the long-run, 
however, higher-priced capital and organizational skills are 
likely to be withdrawn from the industry gradually in efforts 
to seek more lucrative opportunities in other industries. 
Where this withdrawal is orderly, there is no economic 
objection to this process from the point of view of amttae 
preneurial orientation and overall capital utilization in the 
economy. The real difficulty, however, is that of making 
certain that member patrons are not in fact receiving more 
than a nominal return on capital through part of the patronage 
dividend, and that their continued patronage does not depend 
in any way on their doing so. Hence the possible need for the 
arbitrary assignment of a limited rate of return on co-opera- 
tive equity capital for tax purposes. However, if the rate 
assigned is any higher than that actually required by member 
patrons of a given co-operative, then the tax system will be 
discriminating against the price advantages which the co- 
operative firm can offer to users as contrasted to those whic}, 
the conventional corporation can offer. 

184. On more specific tax matters, it has sometimes been 
argued that co-operatives under present tax arrangements 
are in a position to raise additional capital via retained pat- 
ronage dividends on which no corporate tax has been levied. 
As already noted, this argument is invalid to the extent that 
the retained patronage dividend is returned to the business 
out of a price rebate to members rather than out of earnings 


on members! equity investment. What is crucial here isa 
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id eee = 
recognition of the kind of WHcied which are retained by or re- 
turned to the business rather than the fact that receipts have 
been retained. Moreover, ordinary corporations are permitted 
to retain portions of profit and capital earnings of shareholders 
on which the payment of personal tax may be long or indefinitely 
delayed. This process will ordinarily lead to an automatic 
gradual increase in the net asset value and earnings per share-- 
and hence market value per share. Shareholders will then be 
in a position to take their accumulated earnings as a non-tax- 
able capital gain. Even where shares are split, or a stock 
dividend is issued to mask the effects of price appreciation 
per share, the same possibilities exist for shareholders as 
just outlined above. Or again, in an effort to delay further 
the personal Be liability of shareholders, the company may 
offer share purchase warrants to existing shareholders at 
attractive discounts so as to provide opportunity for capital 
gains in lieu of cash dividends. 
185. In practice therefore, the ordinary corporation has 
long been in a position to acquire involuntary capital contri- 
butions from earnings on equity capital of shareholders on 
which tax has been assessed at only one level. Moreover, 
in the case of the ordinary corporation where dividends to 
shareholders in Canadian companies are entitled to the 
twenty per cent dividend tax credit, this greatly reduces 
the effective personal tax rate applicable to paid out cor- 
porate income. Yet no such exemption is available to mem- 
bers of a co-operative enterprise with respect to any part 
of patronage dividends. Nor is it possible to postpone at all 
the personal tax liability on receipts due co-operative mem- 
bers but retained by the organization and credited to members' 


accounts. As noted earlier, such retained patronage dividends 
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become further capital contributions of members rightly enough, 
but what is important here is that they do not arise from profits 
or a return on previous capital invested in the co-operative fac- 
ilities. Rather they arise as personal income or benefits due 

to more favourable final than initial prices, and benefits which 
are identifiable directly with the primary production or con- 


sumption activities of members. 
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APPENDIX A 
ROCHDALE PRINCIPLES 
Democracy of control. --Each member shall have one 
vote and no more. 
Limited interest on capital. --Capital invested in the 
society, if it receives interest, shall receive not more 
than a fixed percentage which shall be not more than the 
minimum prevalent rate. 
Savings-returns. --If a surplus-saving ("profit") accrues 
from the difference between the net cost and the distri- 
bution price of commodities and services, after meeting 
expenses, paying interest (wages to capital), and setting 
aside reserve and other funds, the net surplus-saving 
shall be used for the good of the members, for benefi- 
cent social purposes, or shall be returned to the patrons 
as savings-returns (''dividends") in proportion to their 
se 
patronage. 
There shall be unlimited membership. No reason shall 
exclude a person from membership except that his pur- 
pose might be to injure the society. 
A co-operative society shall be composed of individuals 
who voluntarily join. 
Business shall be done for cash. 
A certain percentage of the surplus-savings shall be used 
for educational purposes in the field of co-operation. 
There shall be political and religious neutrality. 
Beginning with distribution or the rendering of service to 
the members, the society shall aim to expand its business, 
to unite with other societies, to produce the things which 
the members need, and finally to secure access to Taw 


materials. 
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APPENDIX B TABLE 1 
CO-OPERATIVE MERCHANDISING IN RELATION TO TOTAL RETAIL SALES IN CANADA 


Total Retailing and Groups of Products for Selected Post-War Years 


In Millions of Dollars and Percentages!!) 
. (ii 
All Products Food Products Jd Clothing and Petroleum Pro lucts Feed and Hardware. \’) Machinery Coal, Wood atid All Other 
Year Furnishings and Fertilizer (iii), (iv) and Building 
Auto Accessories Equipment (vi) Materials < 
Co-op‘ Total Co-op Total Co-op Total Co-op Total Co-op Total Co-op Total Co-op Total Co-op Total Co-op Total 
Sales Retail % Sales Retail % Sales Retail % Sales Retail % Sales Retail % Sales Retail % Sales Retail % Sales Retail % Sales Retail % 
1947 127 6,964 1.8 28 1,176 2.4 4 193 0.5 15 362 4.1 53 237 22.4 - 158 - 2 Ze Ta 8 339 2.4 17 Jet VS 
1952 235 11,532 2.0 58 2, 20s 0.0 8 1,196 0.7 25 507 4.9 89 285 31,2 - 232 - 16 250 6.4 16 604 2.6 23 6,255 01.4 
1957 284 14,826 1.9 75 3591S 19: 9 1,414 0.6 47 939 5,0 100 333 30,0 - 302 - 10 184 5.4 22 780 2.8 19 6,899 0.3 
1958 296 15,444 1.9 82 4,246 1.9 10 1,441 0.7 54" oh, O37 520 191 374 27,0 18 SES. Fad 9 206 4.4 17 808 2.1 8 7,014 0.1 
1959 333 16,284 2.0 94 4,464 2.1 12 1,485 0.8 58 1,104 5.3 109 391 2759 21 326 6.4 11 eo Se 20 834 2.4 8 7,428 0.1 
1960 366 16,502 2.2 102 4,699 2.2 12 1,487 0.8 64 1,145 5.6 116 330° 3522 26 326 7.8 13 259 554 24 160 3.2 9 7,497 0.1 
1961 388 16,664 2.3 106 4,806 2.2 12 1,502 0.8 70° W583, -6. 1 122 nea. n, a. 26 328 «67.9 16 241 6.6 24 St Su 12 4/871. Os 2 


(i) 


(ii) 


(iii) 


Source: Asin R. Craig McIvor, Recent Growth in Canadian Co-operatives (Canadian Tax Foundation, Canadian Tax Papers No. 28, June 1962), pp 5, 23, with additions and revisions 
from Co-operation in Canada (Economics Division, Marketing Service, Department of Agriculture, Ottawa) and D.B.S., Retail Trade. 


All '"'%"' figures measure the ratio Co-operative sales of commodity ''X"' . These percentages indicate trends in co-operatives! shares of various markets, but, while they illustrate 

Total retail sales of commodity '"X" ; 
the general smaliness of the share of co-operatives, they do not measure co-operatives! shares exactly because definitions underlying data for co-operatives are not identical with those for 
total retailing. For example, all department store sales are included in the residual group "All Other" for total retailing. so total retail sales of specific groups of commodities sold by 
department stores are understated and the co-operatives' share of these markets is correspondingly overstated, 


Beginning in 1955, D. B.S. included various items including beer and liquor under "Food Products" rather than under "Miscellaneous", This explains the apparent drop in co-operatives’ 
share in these sales from 1952 to 1957 above. Excluding alcoholic beverages, co-operatives’ share of "Food Products" was about 3 per cent in 1961, 


Total retail figures not available, so figures used instead are gross selling valucs at factory from 1. B.S,, The Fertilizer Manufacturin Industry, Manufacturers of Mixed Fertilizers, 


and The Feeds Industr 


' Ohare. 


New classifications introduced by D. B.S. in 1960 caused the apparent drop in the "Total Retail" figure for that year, and most of the apparent inc rease in co-operatives 
Co-operatives’ sales of hardware included in their sales of machinery and equipment until 1958, 


Total retail figures not available, so figures used instead are sales of farm implements and equipment inciuding repair parts, valued at wholesale prices, from D,B,S., Farny [Implement 


and Equipment Sales, 


eg ee een 6 OFS ~ ¥ od all sai or a 
peas Ps Ba ¥ a j . > 
aa fa i int - 7 7 
Pte Se : 
e RS wie - : * E " 
_— t ~. 7 


- 
& 
é 
: 
6 
re 
\. 
i 
i? 


or C 
7 i t e iy er + 
ae bs — > - ; 


=<. epiees cee’ Seen et Sher fore oe ake too29 (ere paye ot Wl Who ches ped acy FER Tree eros orewoes Awe, * i rt as onwe Omer 
a tr ' ; : r 
ae oe 7 " = 
— hw : , - * adire phuee ONG) og kadeecny : ¢ 
: 


4% _ - : CO dy, Wen ste vires pe 348R F tly enw wares ot b LQve 


- - 
. ee ee = a . ; . eo F ~— ~os oa aire —tar — a = are 
- * = ag ®t pra es > (Qo eviews 4 [ater op Thy pt now Oe ‘ ee a4 fees ae ; a4 “= aoe te ® @ se 
=> 3 . — — ——————————— fo-2 vee a & it : ‘ 9 nati . 
SA bn Oe ~ =a) gt Sp per qed’ guete __," oe ere Tes le? 2a ‘ Menpage ¢rrtYy eo sbtie : a ‘> tf)? Sal COWL s Swe set creme 
— 


c 


ee ee yee 


Lion Lit BVT ES OF LOE bh Font & ba lh Cen 


‘oie 


tae 
—* err : 
bgt’ 2 - 
r : | or r< 5 


Sep f ie 


APPENDIX B TABLE 2 
CO-OPERATIVE MARKETING SALES IN RELATION TO FARM CASH INCOME 


FROM THE SALE OF FARM PRODUCTS IN CANADA 


Main Product Groups for Selected Post-War Years 
(i) 


In Millions of Dollars and Percentages 


Year (at) All Farm Products Grains and Seed All Products Fruits and Livestock Eggs and Poultry Dairy Products Tobacco 
Except Vegetables 
Grains and Seed = 
Co-op Farm Co-op Farm Co-op Farm Co-op Farm Co-op Farm Co-op Farm Co-op Farm Co-op Farm 
Sales Cash % Sales Cash % Sales Cash % Sales Cash % Sales Cash % Sales Cash % Sales Cash % Sales Cash % 
Income __ Income _ Income _ Income __ Income __ Income _— Income _ Income __ 
1947 579 1,967 29 283 650 44 296 1,327 23 44 339 -32 92 496 19 26 IS ar ie 83 326 25 44 49 89 
1952 840 2,849 29 430 1,081 40 410 1,768 23 37 180 21 164 696 24 ral 24606 9 130 4 des Ma 45 67 67 
1957 825 2,575 32 377 660 §7 448 191s 23 30 105 35 200 6iss 23 39 2 a fe} 167 460 36 2 7 x) 
1958 895 2,795 32 369 656 56 526 2,139 25 43 187. aT 249 961 26 33 298 11 186 496 37 5 84 11 
1959 963 2,789 33 367 683 54 596 2,106 28 42 156 27 287 935 31 39 278 14 216 514 42 2 90 2 
1960 972 2,782 35 378 684 55 595 2,098 28 41 186 22 277 885 3) 42 274 15 220 518 42 2 96 2 
1961 1,018 2,959 34 427 724 59 591 2,235 26 33 171 19 270 1,002 27 44 283 16 229 534 43 2 103 2 


Source: As in R. Craig Mclvor, Recent Growth in Canadian Co-operatives (Canadian Tax Foundation, Canadian Tax Papers No, 28, June 1962), pp. 19,20, with additions and revisions 
from Uc~operation in Canada (Economica Division, Marketing Service, Department of Agriculture, Ottawa) and D.B,S., Cash Income from the Sale of Farm Products, 


(i) 


All ''%"' figures measure the ratio Co-operative sales of product ''X"' 


Farm cash income from sale of product "X" 


(ii) 
Co-operative marketing data relate to crop years (ending July 31) and are matched with farm income data for the calendar year in which the crop year ends. 
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APPENDIX B TABLE 3 


CO-OPERATIVE WHOLESALING IN RELATION TO 
TOTAL WHOLESALING IN CANADA 


In Millicns of Dollars and Percentages 


Co-operative Total Co-operatives' 
Wholesale Wholesale Share (i) 
Year —_—_Sales __ —Sales. ss «$s ___of Total 
1951 $ 141 m. $ 5,744 m. Zz. 5% 
1953 Le 6,242 2.0 
1955 164 6,750 2.4 
1957 29 7, 466 2:9 
1959 287 8, 256 ? aS 
1961 319 8,932 3.6 


Source: Co-operative sales from Co-operation in Canada 
(Economics Division, Marketing Service, Department of 
Agriculture, Ottawa). Total wholesale sales from D.B.S., 
Wholesale Trade, and do not include business transactions 
of manufacturers' sales branches or agents and brokers. 


These percentage figures are not very meaningful measures 
of co-operatives’ precise share of the market, partly because 
figures for total wholesale sales exclude certain transactions 
which might be called wholesaling. The percentages are use- 
ful in that changes in them through time reflect the direction 
of change of co-operatives' share of the market. 
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(1) 


Year 


(2) 


Alberta Wheat Pool 
Wheat Deliveries (i) 


Bushels 


(3) 


Provincial Wheat 
Deliveries (ii) 


Bushels 


COMPARISON 


(4) 
Alberta Wheat 


Pool Percentage 
(W heat) 


APPENDIX C 


OF GRAIN MARKETINGS ~- 1923 to 1961 


A ETENGS - 1923 to 1961 


(5) 


Alberta Wheat Paol 
Elevator Receipts (iii) 


(All Grains) 


Bushels 


TABLE } 


Total Elevator Receipts (iv) 


(6) 


(All Grains) 


Bushels 


(7) 


Alberta Wheat 
Pool Percentage 


(All Grains) 


To 


(8) 
Percentage Of 


Deliveries 
Identified 
With Members 


% 


9) 
Number Of 


Alberta Wheat 


Pool Country 
Elevators 


1923-24 34, 222, 834 132, 167, 028 25.9 = NA a 
1924-25 23, 026, 393 58, 957, 800 39.0 - NA - 
1925-26 45, 169, 103 94, 100, 117 48.0 298,015 107, 699, 558 0.3 NA 3 
1926-27 44, 287, 382 “95, 533, 010 46.4 7,216, 939 105, 588,077 6.8 NA 42 
1927-28 71, 116, 189 152, 709, 060 46.6 30, 057, 604 179, 315, 418 16.8 NA 162 
1928-29 67, 168,771 147, 730, 682 43,5 50, 386, 563 170, 200, 499 29.6 NA 317 
1929-30 35, 442, 410 78, 668,217 45.0 32, 815, 230 91,986, 821 35.7 NA 438 
1930-31 39, 964, 423 112, 184,970 35.6 36, 532, 839 125,045, 127 29.2 NA 438 
1931-32 34, 444, 865 122, 085, 475 38.2 41, 609, 546 152, 216, 708 27,3 NA 438 
1932-33 43, 561, 533 148,027,075 30.0 48, 391, 705 167, 763, 242 28.9 NA 439 
1933-34 23, 295,975 88, 267, 464 26.4 27,091, 340 104, 571, 697 25.9 NA 439 
1934-35 26, 215, 062 94, 561,776 a7. 30,890,774 114, 379, 676 27.0 NA 438 
1935-36 24, 005, 613 82, 038, 922 29.3 27, 109, 108 94,920, 279 28.6 NA 433 
1936-37 15, 109, 337 53,058, 447 28.5 19, 002, 042 70, 300,814 27.0 NA 429 
1937-38 16, 880, 376 61, 552, 800 27.4 22,954, 681 86,975, 807 26.4 NA 426 
1938-39 39, 162, 336 130, 964, 206 29.9 44, 506, 854 152, 410, 119 29.2 80.2 426 
1939-40 40, 478, 987 134,914, 678 30.0 45, 301, 785 154, 854, 105 29.3 81.4 423 
1940-41 43, 804, 408 154,951, 321 28.3 49,740,720 180, 358, 139 27.6 86.0 425 
1941-42 19, 349, 239 67, 516, 313 28.7 22,876, 297 82,021, 445 27.9 86.0 425 
1942-43 22, 969, 803 77, 638, 355 29.6 34,997, 128 125, 369, 026 28.1 87.9 424 
1943-44 27, 257, 430 90, 780, 888 30.0 41, 528,972 143, 482, 863 28.9 89.5 436 
1944-45 28, 233,752 91, 368, $41 30.9 42,729, 358 142, 204, 577 30.0 90.1 436 
1945-46 22, 403, 207 65, 675, 688 34.1 33, 194, 505 101,051, 008 32.8 90.0 435. 
1946-47 36, 281,753 107, 385, 759 33.8 51, 947, 269 163, 418, 959 31.8 5 2) 436 
1947-48 28, 648, 454 80, 508, 152 35.6 44, 685, 967 133, 255, 122 33.5 87.9 471 
1948-49 34, 376, 356 94, 154,927 36.5 53, 575, 595 152, 536,748 335} 91.2 484 
1949-50 34, 166, 683 97,730, 012 35.0 49, 380, 178 131,976, 233 S75: 92.8 485 
1950-51 35,925,914 95, 190, 505 37.8 50,727,822 137, 486, 047 36.9 92.3 488 
1951-52 46, 390, 670 127, 747,799 36.3 76,927, 178 222,749,012 34.5 91.8 486 
1952-53 46, 346, 038 134, 204,015 34,5 79, 789, 409 240,962, 217 33601 9239 486 
1953-54 35, 161, 767 109, 984, 220 32.0 56, 186,415 174, 510, 853 32.2 92,2 505 
1954-55 35, 407, 287 94, 909, 673 37.3 55, 429, 377 155, 270, 576 33..7 93.4 523 
1955-56 34, 654, 347 92, 587,727 37.4 54, 220, 106 150,859, 078 35.9 92.3 526 
1956-57 37, 368,755 98, 188, 929 38.0 61,457, 190 167, 655, 539 36.7 BR 533 
1957-58 33, 880, 285 88, 857, 337 38.0 56, 888, 650 154, 626, 569 36.8 94.0 533 
1958-59 37,798, 169 94,725, 697 39.9 61, 504, 666 159, 276, 959 38.6 95.8 536 
1959-60 38,920,930 91, 703, 129 42.4 59, 659, 295 148,577,794 40.2 94.8 567 
1960-61 38,946,491 88, 362,928 44.1 59, 140, 577 142, 538, 806 41.5 95.6 563 


(i) Includes all Pool member wheat deliveries to Pool elevators, Line elevat ors, or over platforms, 


(ii) 


Total farmer deliveries to Pool elevators, Line elevators, or over platforms. 
(iti) 


Represents all grain marketings through Alberta Wheat Pool elevators. Since the Pool elevator system wag not completed until the 1929-30 crop year, 


considerable amounts of grain were handled through non-Pool facilities until the early 1930's, 


(iv) Includes both Pool elevator receipts and Line elevator receipts for Alberta. 
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APPENDIX D TABLE 1 


Patronage Dividends Paid to Alberta Wheat 
Pool Members - 1926 - 1961 Inclusive 


Reserve Purchases 


Pat ronage Dividends 


Year Cash Reserves 

1926-27 327, 196.05 > ’ 
1927-28 960, 262. 13 . 
1928-29 488,570.13 2 - 
1929-30 “ = - 
1930-31 z u - 
1931-32 2 - 
1932-33 i ‘ “ 
1933-34 - i - 
1934-35 i rs =) 
1935-36 5 ; * 
1936-37 = - as 
1937-38 “ - 
1938-39 89, 046.00 % e 
1939-40 91,988.60 ‘ s 
1940-41 213,873.45 256, 627. 84 ‘ 
1941-42 196, 554. 00 2 423, 391.53 
1942-43 306, 762.65 402, 221.96 
1943-44 311,511.84 1,121, 442.80 382,110.86 
1944-45 160, 521.86 590,717.90 <7 
1945-46 376, 404. 47 376,404.47 1,287, 509.09 
1946-47 201,726.25 685, 044.71 895,719.93 
1947-48 164, 583.25 492,450.03 1,055, 842.69 
1948-49 406, 702. 60 812,936. 36 380, 100.15 
1949-50 402, 654. 60 604, 080. 16 450, 003.63 
1950-51 401,353.97 1,043, 568.29 604, 268. 46 
1951-52 569,310.72 1,651,027.81 1,099,021.04 
1952-53 587,140.76 1,908,160.10 1,657,811. 36 
1953-54 596,958.87 1,620,041. 57 500, 571.79 
1954-55 427,019.84 689, 255.89 704, 344. 31 
1955-56 331,961.11 414, 964.74 523,809.99 
1956-57 371, 635.52 661, 983. 37 394, 455. 48 
1957-58 548,587.32 1, 636,889.96 381,170.69 
1958-59 766,190.07 2,317, 144.25 400, 324. 96 
1959-60 547,339.81 1,645, 337.30 645, 553.44 
1960-61 642,764.82 1,884,140.34 1,023,027.15 
1961-62 1,465,999.99 1,118,939.97  1,172,856.82 
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APPENDIX D TABLE 2 


Cash Patronage Dividends Accruing To Farmers 


In Selected Trading Areas - 1961-62 


Cash Patronage Dividends 
Paid to Farmers Delivering 


Trading Centre 2 Se eee 
Vulcan $ 9,911 
Foremost 8, 320 
Alliance 9,638 
Three Hills 10, 355 
Eckville 3; S91 
Wainwright ET, 783 
Barrhead 13, 740 


Falher 20, 666 
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APPENDIX E TABLE 1 


ALBERTA WHEAT POOL EDUCATIONAL DONATIONS 
1961 - 1962 CROP YEAR 


Farm Young People's Week $ 1,076 
euih eouan sonic Techniques Course 500 
Rural Leadership Conference 500 
4-H Garden Clubs 3,246 
Field Crops Clubs 1,839 
4-H District Camps 450 
Scholarships and Bursaries . 3, 500 
Home SRO MS Scholarships 400 
Henry Wise Wood Bursaries 810 
Teacher Training Program 353 
Alfalfa Research Grant 3, 500 
Canadian Association of Adult Education 200 

| TOTAL $ 16, 374 


# 


Initiated in Crop Year 1962-63 so therefore does not 
actually fali within expenses for the 1961-62 year. It 
is included here however because the first course was 


held in August 1962. A grant of $400 is available. 


ANGUS, STONEHOUSE @ CO. LTD. 
TOROMTO, OMTARIC 


J-H. Ranch, 
Walsh, Alberta. 
July 23/63 
Mr. G@. L. Bennett, 
Royal Commission on Taxation, 
Box 466, Ottawa. 
Your File No.: 520-6-10 
Dear Mr. Bennett: 

Thank you for your recent communications about 
my proposed submission to the Royal Commission on Tax-~ 
ation. 

For reasons which I will suggest later, I have 
decided not to prepare and present a brief to the present 
commission. I have come to this decision very reluctant- 
ly as I am sure there are taxation matters peculiar to 
cattlemen in particular and farmers in general, that 
should be discussed on an occasion like this. 

I had hoped to prepare a presentation dealing 
with 3 phases of federal taxation as they relate to 
agriculture. These are: 
1.-The use, misuse and abuse of our greatest natural 
resource (in the cattle industry) - namely, grass - due 
in part at least to income tax. I suggest that during 
drought years cattlemen carry far too many cattle for 
the long range conservation of their grass. They do this 
because of the tax position they would find themselves 
in if they sold down to a point where their grass reserve 
would support a proper number of cattle. We ane had a 
good example of this during the last 4 years in Southern 
Alberta. The existing provisions for a basic herd and 
the 5 year average are not sufficient to take care of 


this situation. 
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2.-The outlook for the so-called Family Farm. The dest 
of our young farmers are leaving the agricultural field 
for lack of incentive to remain. The trend to fewer 
farmers on larger farms is a natural development of our 
times ~ but ways and means must be found to keep the 
very be2t and not just the tail~enders who can't make a 
success in the cities. The need for agricultural credit 
is involved here. Agricultural prosperity in itself is 
mo reason to increase taxes. The surest way to a 
the incentive of young farmers is to take a higher portio 
of their reasonable profits as taxes. 

3.-The application of the inheritance tax to farmers 

in general. Because farmers are generally individual 
operators instead of companies or corporations, estate 


Gaxes are mors severe on farmers generally. Farmers are 


: 


clined to feel they cannot afford to retire - or sell 
out to their sons, Incorporation is not a natural devel- 
opment to the way of life of a family farm - even as a 
means to reduce taxes. The total revenue fm estate 
taxes in Canada from farms is small enough that consider- 
ation might be given to abolish this tax completely. 

In general, farmers are still basically 
independent and wish to remain so - in spite of massive 
assistance in the form of subsidies, etc., from govern- 
ments. Agriculture - on a family basis, is the last 
genuine source of rugged individualism in Canada today. 
Genuine farmers would prefer to keep themselves in times 
of depression and drought by the reserves they should be 


holding over from the good production years. Our present 
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taxation system makes this impossible to do. I think we 
would be glad to exchange government assistance supplied 
during hard times for a do-it-yourself deal! 
I am not against taxes. The farmer who doesn't 
pay income taxes today is not enjoying a very good 
standard of living. It seems fo me that agriculture 
needs some special tax provisions that will encourage 
conservation of our natural resources - grass and water, 
and will strengthen and encourage the continuation of 
na family farm as a way of life. 
The above is a very rough outline of what I had 
proposed to discuss before the Commission. My reasons 
for deciding against a presentation are as follows: 
1.-Recent good rains in Southern Alberta have 
brought on a tyemendous grass growth all over 
our drought areas. While my views as expres- 
sed in #1 remain unchanged - it becomes a 
more difficult job to argue this line - 
literally in the midst of plenty. 
2.-Tax officials have pointed out that some of 
a 
my criticisms may be applicable to a nail 
basis but can be corrected by switching to - 
an inventory basis. ps ‘ 
31 awodtebeClespitiiinetruthtulseer atamot 
admit that I have not been able to do the 
necessary background work to viii prepare 
a worthwhile brief. 

I have noted the schedule of the Calgary hearing 


and will try to sit in on one day of these hearings: 
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#ould you please advise the members of the Royal 
Commission of my decision not to participate and express 
3i my thanks for the consideration so far received. 

bes Sincerely, 


(Signed) Bert Harsrave. 
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6 August 15, 1963. 


9 The Chairman, 


The Royal Commission on Taxation. 
@ 


11 Dear Sir: 

12 We are pleased to submit, for your consideration, 
13 the attached brief outlining how certain features 

14 of the present taxation structure affect the 

15 operations of Calgary Power Ltd. 

16 Yours faithfully, 

Wy (Sizned) G. H. Thompson. 


18 G@. H. Thompson 
President. 
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: | See: ta See aor tae CO BM gsr LOR ON TAX AT Os 


Sas oR: OY POWER ows 


For Submission at Hearinz 
Commencing Auzust 21, 1°63 
at 


Calgary, Alberta. 
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CALGARY POWER LTD 


BRIEF TO ROYAL COMMISSION ON TAXATION 


Li. This brief is respectfully submitted by Calgary 
Power Ltd. to the Royal Commission on Taxation 
with the object of drawinz the Commission's 


attention to certain features of the taxation 


7 structure as they affect the Company as a 
8 producer and distributor of electric power. 

. \ 
9 ome Calsary Power Ltd. is a company incorporated unde 
10 the Companies Act of Canada, having its head 
11 office in the City of Calgary, and is engazed 
12 principally in the business of generating and 
13 distributing electricity in the Province of 
14 Alberta. The Company supplies two-thirds of the 
15 electric energy consumed in the Province, serves 
16 Girectly and throuzh wholesale contracts some 
17 225,999 customers, and is the largest electric 
18 utility operating in Alberta. 
19| 3. Calsary Power Ltd. is of the opinion that a x» 
20 critical examination of the tax structure is 
21 longs overdue and that your Commission can be 
22| of lasting benefit to Canada by drawing attention 
23: ‘to the need for an overhaul of the entire 
24 | syctem of taxation at the various levels of 
25 sovernnent, having rezard to the country's 
26 social and economic needs. The Company further 
ei believes that it is not. only desirable but 
28 essential that the burden of taxation as far 
29 as poscible be fair and non-discriminatory. 


30 4, The Company is aware that the Commission has 
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listened to much of the general philosophy of 


| 
| 
| 
| 
| 
taxation during its hearings, and it therefore | 
proposes to confine this brief to what it | 
believes is the unfair impact of the Income 
Tax Act on the investor-owned electric utilities 
in Canada, and on Calgary Power Ltd. in particular 
The investor-owned electric utilities are | 


essentially provincial in character, and are i 


subject to provincial control in respect of 


extensions of service, rates, capital expend- 
itures, financing and, in fact, all their 
operations. | 
Calgary Power Ltd. is a regulated utility wnder i 
t 
i 
the jurisdiction of the Public Utilities Board ; 
| 


of Alberta. In the determination of rates the 


Company is permitted under rezulation to earn 


not more than a fair return on its invested 
capital. Income taxes are considered as an 
expense and are allowed as a deduction from 
operating revenue in calculating the fair return. 
Taxes, therefore, as a result of the regulatory 
formula, are in effect shifted to the consumer. 
The Company is obligated to provide, on a 
continuing basis, for the growins needs of all 
present and future power consumers in its service 
area and in the ordinary course of its business musjft 
frequently obtain substantial sums for expansion 
through the sale of share and debt capital as 
well as through the reinvestment of earnings 


_ ov . 


Since bond interest is a deductible expense, 
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1 Fa income tax becomes a tax on the return earned 

2 on the share or risk capital. Under these 

3 circumstances the income tax operates as a direct 
a and very sisnificant part of the cost of 

5 financing the enterprise. 

6 8 In the dectric utility industry the ratio of 

7 capital to revenue is particularly high and 

8 since income taxes are closely related to the 

9 amount of capital required for the business, 

10 the impact of income taxes on the electric 

11 utility industry is extremely heavy. The 

12 company's income tax amounts to between 15 and 
13 29 per cent of its gross revenue as compared 

14 to some 4 or 5 per cent for the manufacturing 

15 industry senerally. 
16 9 The need for the Federal Government to secure 
17) revenue from all sectors of the economy is fully 
18 recoznized. The Company is not seeking to 
19 avoid taxation, but it does seek redress from, 
20 and desires to stress, the harmful discrimination 
21 which bias exists between its customers and the 
sal customers of the provincially-owned and 
28 ‘municivally-owned electric utilities. Calgary 
24 | Power customers in their electricity bills 
25 bear a share of the costs of the Federal Govern- 
26 ment while the customers of provincially-owned 
27 and mnictpally-owned electric utilities do 
28 not. 
29 19. The implications and consequences of Federal 


30 taxation of investor-owned utility systems and 
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10. the exemption of those provincially-cwned and 


municipally-owned, have heretofore been 


a 


recognized by the Federal Government. The 
Dominion-Provincial Tax Agreement Act of 1947 
yyovided that 50 per cent of the income tax paid 
by the investor-owned electric utilities would 
be rebated to the Province which rebate is still 
being continued. This payment of half the 
Federal tax to the Province lessened the 
incentive for the provinces to "take over” the 
investor-owned electric utilities, but it did 
not lessen the discrimination between the 
consumers of an investor-owned utility and those 
of a provincially-owned or municipally-owned 
electric utility in the same province. in 
1952, the SEs ees decreased the 
income tax on investor-owned electric utilities 
by 7 points below the then standard corporate 
tax rate of 50 per cent. To this extent, the 
discrimination between the consumers of privately- 
owned and a ar electric utilities 
was relieved by this 7 points. Such relief 

has since been gradually reduced to only 2 
points, These measures to alleviate the 
problem were inadequate to prevent “takeovers” 
by some provincial governments on the pretext 

of saving money for the consumer by avoiding 
payment of income tax t). the Federal Government. 
As a side effect, these “takeovers” will 


aggravate the situation by contracting the 
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1 19. taxation base and reducing the revenue to the 
4 Federal Government, and thereby increase the 
3 tax burden on the remaining taxpayers, including 
é the investor-owned electric companies. The 
5 tendency for further ‘takeovers’ would seem 
6 likely to continue unless this discrimination 
7 can be eliminated. 
8 1l. Calgary Power's undertaking is flanked by tax 
9 free provincially-owned systems in the adjoining 
10 provinces and, to compound the difficulty, there 
11 are municipally-owned systems within its own 
12 service area which likewise pay no income tax 
13 to the Federal Government. 
14 12. Calgary Power's customers also carry the additiona 
15 burden of the Old Age Security Tax whereas those 
16 of provinciallyowned and municipally-owned 
17 systems make no such contribution. 
18 12. There are obviously a number of ways in which 
19 the discrimination could be eliminated, but 
20 the Company feels it would be going outside 
ot its ones sphere if it made suggestions as 
22! to how others misht be taxed. It therefore 
8 confines this brief to pointing out to your 
24 | Commission the seriousness of the discrimination 
25 as it now exists in Canada. 
26 14. Calgary Power appreciates the opportunity of 
2h presenting to your Commission the fundamental 
28 facts of a tax situation which is of vital 
29 | concern to the Company, to its customers and 


\ 


30 to all other investor-owned electric utilities 
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14. in Canada. 


Respectfully submitted. 


CALGARY POWER LTD. 


(Signed) per_&. H. Thompson 
resident. 


Calsary, Alberta. 


Dated: August 15, 1963. 
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SASKATCHEWAN CHAMBER OF MINES 
BRIEF TO THE ROYAL COMMISSION 


ON TAXATEON 


5 SUMMARY 

6 The Saskatchewan Chamber of Mines suggests that 
7|| there are inadequate incentives in the Income Tax laws 

g| of Canada for individuals and un-incorporated associations 
gi} to expend their resources in the exploration and develop- 
10) ment of our mineral resources. To create the desirable 
11] expansion in mineral exploration, the Chamber recommends 
12|| that "The Income Tax Act'' be amended to permit any 

13] expenditure, whether directly or through an un- 

14|| incorporated association, to be deducted in computing 

15 income if such expenditure is made in the prospecting, 

16] exploration or development by nim in searching for 


17|| minerals in Canada. 


18 
19 BRIEF 
20]; 1. The Saskatchewan Chamber of Mines is and 


| 
| 
21) Organization interest in the promotion of the mining 
22|| industry in the Province of Saskatchewan. Membership 

23|| is open to individuals, un-incorporated gedoctatiade and 
24|| companies interested in furthering the preg opted ab of the 

25|| organization. IDRIS s is unrestricted. Among its 

26} members are producering mining companies, pre-production 

27|| companies, service companies and suppliers, geological 

28} and mining consultants and other individuals. The 

29} Saskatchewan Chamber of Mines have annually approximately 


30} 90 members. 
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The Canadian mining industry is a major factor 


in the economy of the nation and stability and growth 

in the mining industry is an important factor in the 
general economy. Canada, over the years, has produced 

| creat wealth in the form of mineral production and there 


is room for the development of further mineral wealth. 


Adequate tax incentives are an important factor leading 
to the discovery and development of mineral resources. ; 
oe The staking of mineral claims is a measure of 
the level of exploration and development. In Saskatche- 
wan until 10 years ago, the number of claims staked 
annually numbered about 1,000. Thereafter the boom in 
the exploration for uranium deposits boosted this total 
many fold, but in the last 3 years the volume of claims 
staked has returned to the former level. In the 
calendar year 1961 there were 1,019 claims recorded. 

At the same time 869 claims lapsed, which were not re- 
instated. 

4, The size of each mineral claim in Saskatchewan 
is approximately 40 acres. The staking of 1,000 mineral 
claims in one year,therefore, amounts to less than 65 
Square miles. Phere are in Saskatchewan's portion of 
the Precambrian Shield, some 90,000 square miles. 

Pat Another indication of the level of weil sem in 
the development of Precambrian resources is the number 
of miners! licences issued. In 1961 there were 206 
miners! licences sold and in 1962 there were 126. With 
this level of numbers of people actively engaged in 
prospecting for minerals in the 90,000 square miles 


available for prospecting and realizing that the area that 
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Soe 4 
can be prospected in a season is limited, it can be 
readily seen that the level of activity would have to be 
appreciably increased to make an in-road in the total job 
waiting to be done. In Saskatchewan there is open ton | 
in the Flin Flon area from the original Hudson Bay Mining 
and Smelting Company mine and from the Coronation Mine | 
| 


at Beaver Lake. The Flin Flon area was discovered early 
in the century and came into production early in the | 
1930's. There are also 2 uranium mines in the Beaver 
Lodge area. “The latter arose from the demand for uranium 
in the early 1950's and the fevered prospecting which 
resulted. The Coronation Mine is expected to close 

some time in the Summer of 1963 and it is reported that 
one of the uranium mines will close by early 1964, at 
which time only 2 metal mines will be operating in 
Saskatchewan. | 

6. There is very little statistical data available 
on how new mines in Canada are discovered. "The 

Northern Miner" in 1954 (issue of November 25th, 1954) 
suteerteed the information available on how new mines 
are discovered. The result of their study shows that for : 
the 77 new ore bodies dealt with (all those discovered 

in the 10 years following the War) 47% were discovered 

by basic prospecting. The remainder were discovered by 
diamond drilling and by geophysical methods. A similar 
study of the past 10 years may not show the same picture, 
but basic prospecting is still the primary method of 
discovering new mines. This brief is concerned with the 


effect of taxation policies in obtaining an increase in 


| 
the amount of prospecting and development work done in 
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Saskatchewan. 


7. 


A prospector wishing to explore the Precambrian 


Shield may operate in one of three ways: (1) He may 


prospect for minerals and be backed financially in his 


endeavor by a company in the mining business, which has 


revenue from mineral production. (2) He may prospect 


for minerals and pay his expenses out of his own finan- 


cial resources. (3) He may prospect for minerals and 


look to interested individuals, unincorporated 


associations, or companies not engaged in mineral 


production for the financial backing he requires, The 


Saskatchewan Chamber of Mines is not primarily concerned 


with changes in taxation policies as it affects mining 


companies, which already have production income, These 


companies now may deduct from income their expenditures 


for exploration, prospecting or development. (Section 33 


A, Sub-section 2 of "The Income Tax Act"), Other special 


provisions in "The Income Tax Act" are enumerated in 


Appendix "A" to this brief. 


8. 


The area where an increase in the number of 


people participating and in the amount of work done can 


be expected to come is from groups two and three above, 


and taxation policies can affect the number of people 


participating and the amount of exploration work that 


they will do. At the same time, the chances of new 


| 


Giscoveries in the Canadian mining field will be increased, 


if there is an increase in the number of people 


encouraged to participate and in the amount of money they , 


are encouraged to risk in exploration expenditures. 


9. 


Canadians with income from sources other than 
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1} than mineral production are not now encouraged to use 
that income in promoting the search for minerals, An 


individual is not encouraged to use an extra $1,000 that 


he may have over his living requirements for the purpose | 
of backing an exploration project, but that $1,000 and 
the $1,000 of hundreds or thousands of other persons in | 
a similar position funnelled into a mineral exploration | 
program in Canada could be effective. Mineral resources, | 
exploration, and development give scope to individual 
enterprize. The discovery of minerals calls for the 
efforts of a great many people of different characteris- | 
tics: A major factor is a willingness on the part of a | 
great many individuals and competing industry units | 
exercising independent judgments to take risks. The : 
chances of success are increased as more people are | 
| 
encouraged to venture their capital backed by initiative | 
and imagination. 
VO The annual amount spent in Saskatchewan in 
exploration in the Precambrian area is estimated to be 
less than 1/2 a million dollars. Of this amount the vast 
majority is being spent by mining companies, who have 
income from mining production from which their expenditures 
for exploration can be deducted as an expense, The 
amount spent in Saskatchewan by individuals and un- 
incorporated ketenes and associations in mineral 
exploration is estimated to be less than 5% of the total 
expenditure here and, therefore, would not exceed 
$20,000 annually. | | 
r23 In Australia petroleum exploration by sustralian| 


residents is encouraged by taxation policies. There, 
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Contribution Assessment Act" (see Appendix B), deductions 
are allowed for capital contributed to exploration 
companies to be used for exploration purposes, A 


deduction is available for moneys paid to companies on 


shares that they issue. The deduction may be allowed 


where a mining or prospecting company declares that it 
has expended or proposes to expend moneys paid on shares 
in mining or prospecting for petroleum, The making by 
the company of such a declaration entitles the share- 
holders to deductions for the whole of the moneys paid 
on shares and included in the declaration. 

42% In the United States of America, by Section 
615 of "The Internal Revenue Code" of 1954 (see Appendix 
C): "In the case of expenditure paid or incurred during 
the taxable year for the purpose of ascertaining the 
existance, extent or guality of any deposit of ore, or 
other mineral and paid or incurred before the beginning 
of the development stage of the mine or deposit, there 
shall be allowed as a deduction for computing taxable 
income, so much of such expenditure as does not exceed 
$100,000." 

noe In West Germany after The Second World War, 
when the replacement of war-destroyed housing was a 
rational problem, the government there allowed, as a 
deduction from income, moneys spent in the construction 
of dwellings. 

14, The number of valuable mineral finds made is 

a very small proportion compared with the total number 


of properties and areas that are examined in the course 
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1] of exploration. It is for this reason that it is most 
siicl aah that there be a tax incentive to encourage 
people to do initial exploration knowing that the explor- 
ation is a gamble. This form of incentive would be 

more effective in increasing the numbers of people 
interested and the amount of exploration work done, than 
the present incentive offered by Section 83(3) commendable 
as that incentive is. It would be erreativetas an 
incentive in increasing the amount of exploration work 
done. A tax incentive must come at a stage which will 
encourage people to make the expenditure knowing of the 
risk involved. An incentive which can only be recognized 
after the risk is taken and has been successful is less 
effective in obtaining an increase in exploration work, 
ioe A secondary reason for the recommendation 

the Saskatchewan Chamber of Mines is making is our 
interest in encouraging as much as possible the develop- 
ment of Canadian resources with Canadian capital. The 
Chamber of Mines does not wish to discourage the in-flow 
of American capital into the exploration of our mineral 
resources, but does desire that Canadians and Canadian 
capital be permitted to compete on a comparable basis. 
16, The Chamber, therefore; recommends that "The 
‘Income Tax Act" be amended to permit any a theo to 
deduct, in computing his income for a taxation year, the 
prospecting, exploration and development expenses 
incurred by him in searching for minerals in Canada, 

such expenditures to be dudected whether made directly 

or by investment in un-incorporated organizations 


organized for the purposes of prospecting, exploration 
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1] and development of mineral resources, 


2) 17. Because of the very limited expenditure by 

3] individuals which has been demonstrated to be taking 

4] place at the present time in exploration, the cost of 

5] this recommendation to the Federal Treasury would be very 
6| limited if the program is not effective in carrying out 
7| its objective, If this incentive does not increase the 
8] amount of exploration of individuals and ansincorporated 
gj associations it will cost an extremely limited amount to 
190] the Federal Treasury, It is the opinion of the 

11] Saskatchewan Chamber of Mines that the adoption of this 
12 recommendation would result in substantially increased 
13) exploration. There would then result substantial 

14] reductions from income for amounts spent in exploration 
15|| by taxpayers not now allowed to deduct such expenditures 
16) as an expense, but the nation would benefit by the 

17|| economic growth resulting from the increased exploration 
18|| expenditure and the increased employment. Both at the 
19} exploration and development level as well as in the 

20|| preduction phase a relatively large number of persons 

21| are employed at both the unskilled and professional 

22|| t2eveis. It is the contention of the Saskatchewan Chamber 
23) of Mines that this economic benefit would far out-weigh 


the: immediate: tax lose; 

18; Section 33 of "The Income Tax Act" previously 
referred to, does make-a special provision fora 
prospector or prospector's backer. The Saskatchewan 
Chamber of Mines however, has received complaints from 


its members that in the administration of this Section 
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the Act the Department of Natinnal Revenue does not 
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2) intent of the Section. The:‘members feel that the 


Department narrowly interprets this Section and the onus 
is placed on the prospector to prove that the amount he 
has received shanalid not be included in computing his 
income, 

Respectively submitted, 


SASKATCHEWAN CHAMBER OF MINES, 


APPENDIX "A" 

With few exceptions, referred to below, these 
provisions are applicable to corporations and comprise 
the following: 
es Special deductions for prospecting, exploration 
and development expenses (Income Tax Act, Sections 83A) 
Companies whose principal business is mining (including 
exploring for or processing minerals) may deduct from 
income of the current year expenditures for exploration, 
prospecting or development to the extent that these were 
not deductible in computing income for a previous year. 
The deduction claimed maybe in respect of an expenditure 
incurred im the. current year or im one: 'or mere, prior 
years, 

a, Deduct ion of pre-production cps nicht (Income 
Tax Regulations, Section 1205): An amount up to 25% 
per annum of all expenditures reasonably attributable 
to the prospecting and exploration for and the develop- 
ment of the mine, prior to the mine coming into 
production in reasonable commercial quantities. 


ae Capital cost allowances for mining equipment, 
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1] mine shafts and underground works (Income Tax Act, 

2|| Section 11 (1) (a), Regilations Part XI, Schedule B, 

3] Classes 10 & 12). 

4] Mining equipment is generally subject to an allowance of ~— 
§| 30% of capital cost on the reducing balance method. 


6] Mine shafts, including main haulage ways and underground 


gi 4. Capital cost allowances for iatusteiel mineral 
gi mines operating bedded deposits except coal (Regulati ons 
10| Section 1100 (1) (g), Schedule E). 

11] 5. Capital cost allowances for coal mines 

12 (Regulations Section 1100 (1) (h) in conjunction with 

13|| "The Maritime Coal Production Assistance Act:). 


7iworks are subject to a 100% capital cost allowance. 
14) ©. Deduction of mining taxes for income tax 


15 purposes (Inxome Tax Act, Section 11 (1) (p), Regulations, 


16%: Part VEL), 

17|| Taxes imposed by provinces or municipalities on income 
18) from mining operations are, generally speaking, deductible, 
19] for income tax purposes. 

201: 7. Percentage depletion (Income Tax Act, Section 

11 (1) (bv), Regulations Part XII). An allowance of 


f 


32 1/3% of the profits reasonable attributable to the 


modifications) is granted as a depletion ai tcneariees 

&. Three-year exemption of income from new mines 
(Income Tax Act, Section 83(5)). Subject to prescribed 
conditions, a corporation enjoys a tax-free status during 
a period of 36 months commencing with the day a mine 


came into production in reasonable commercial quantities. 


| 
| 
| 
{ 
| 
| 
| 
| 
production of minerals (with certain exceptions and | 
| 
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APPENDIX "B" 
THE COMMONWEALTH OF AUSTRALIA 
INCOME TAX & SOCIAL SERVICE CONTRIBUTION ASSESSMENT ACT 
(1) In this section: | 
'Australia" - includes the Territory of Papua and 


the Territory of New Guina. 


‘moneys paid on shares! -- in relation to a company, 


| 
: 
| 
| 
| 
| 
| 
means moneys paid to the company in | 
respect of shares in the company by 
the owners of the shares, ieee 
owners who are beneficial owners only, | 
but does not include: | 
(a) moneys paid to the company before the : 
first day of October, A.D. 1958. | 
(pb) moneys paid to the company in respect of | 
a share the beneficial owner, or any one 
of the beneficial owners, of which was | 
not a resident at the time of payment; : 
or | 
(c) moneys paid to the company on application | 
for shares and applied by the company 
towards the paid-up value of a share the 
beneficial owner, or any one of the 
benefictal owners, of whicn, senda 


| 
allotment of the share, was not a vesmtent 
'petroleum' -- has the same meaning as in Section | 


eRe Neo hie nits ine 


‘Petroleum exploration company' -- means a mining 
i 
or prospecting company carrying on as its 


principal business mining or prospecting | 
{ 
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1 operations for petroleum in Australia, 
21 (2) Where a payment made in respect of a share in 
3]| a company (whether on application for or allotment of | 
4} the share, to meet calls or otherwise) is not applied by 
5] the company towards the paid-up value of the share, the 
6| payment shail; for the purposes of this Section, be 
74 deemed riot tov have been made in“respect oi tne share. 
gi] (3) Subject to this section, a petroleum 
Of} exploration company nay, for the purposes of the next 
10] succeeding sub-section and section 123 A of this Act; 
11| before the expiration of I’ month after the end of 2 
12) year of income of the company in’ which the company has 
13) received moneys paid on “shares or Within such further 
ZT time as the Commissioner aliows, lodge with. the 


15. Commissioner a declaration in writing signed by the 

16! public officer of the company that the company has 

17 expended or proporés to expend, Such-or those moneys as 

18] are specified in the declaration in mining or prospecting 

19), tor-petroleum in “Australia or in’ plant necessary tor 

1; he treatment or “that petroleum, 

21 (4) The amount of any moneys paid on shares paid 

92) dy av person in a year or income of thav person to a 

23). company and included in moneys specified in a declaration 

24 lodged by the company under the last preceding sub- 

25 section shall, subject to this Section, be an allowable 

76 deduction from thevassessable income derived by That 

AT" person aih-that-year: of income, 

28 

29 

30 | : 
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APPENDIX “c" 
SECTION 615 INTERNAL REVENUE BULLETIN 


EXPLORATION EXPENDITURES 


a IN GENERAL -- In the case of expenditures paid 
(a) Pp is 


or incurred during the taxable year for the purpose of 


ascertaining the existence, “ocation, extent,.or \quality 


of “any dep osit»of: ores or other mineral, and) paid,.oc 
incurred before-the, beginning of the devebepment stage 
of the mine or deposit, there shall be allowed as a 
deduction in computing taxable income so much of such 
expenditures as does not exceed $100,000. This section 
shall apply only with respect \to che amount of such 
expenditures which, but ae this section, wold not be 
albomable vas -andeduection “Tf omuthe 'tamebic -years, This 
section shall not iapply to En (weer fox the 
acquisition or improvementmof property of anceharacter 
which is “subject ves The ahpetance fom) depreciation 
provided im: Section 167, but allowances for depreci 
shall be considered; “form purposes or this Section ,;.as 
expenditures paidier incurred: In no case shall this 
section apply with respect fo amounts paid:or incurred 
for the: purpose of ascertaining the existence, location 


extent or quality of |any deposit, of oil or gas. 


435 
a) 


‘Ce ELECTION OF TAXPAYER -- If the taxpaye 


in accordance with regulations prescribed by the 


secretary or his delegate, to treat as deferred expenses 


any portion of the amount deductible for the taxable 
year under sub-section (a) such portion shall not be 
deductible in the manner provided in sub-section (a) bu 


shall be deductible on a ratabie basis as Ghe units of 


‘am 
( 
3g 
KB 
O 
3 


eS denotes sereessobets uci ae news pontiont ft 


be aw nol stoace" a) bea. Lied aay Hoven rtacee Lid be | see 
. hed, 
Weak staunsaius "ES noltass~dts ents 


} 7 ay 


Pa 

« 
“aj 

z 


iA , ~ 


FA AGE aenc*'s . ~ ~ .o* : . T2494. Aone 2 


o4 
i 


~ 


Y 


 @2 vfuae don [fede amlgote ate? <-> WoIWaTINtY °° (o 
wv ; - 
wh 9S SRi¢ STSRET ERE al DEPTS eG Lg Frees ies 


“4 oo 
- <a 


» the, & A pore er ORR | : 
© Sprit ad £454 (8° 46° ROL nishba - 2° ot ee 4ALGS4o4q WHOS Ys 


se a Oe AE Te I NR I 


— . tT 
“ _——. 4d) . " on _ 2 fo £ 
PPA Fae 16 * Rote ves galintqas Tho’ GH GS “Yao RSet 6 Litt dg 

x, 7. > : r<- 
Ph here me Ts 
ial ode {£) ve beelotexe wo .ot bewolia aood etd ..ewel ig. ; 
pea ife4beie> ° TEBE Te TRH $e% (89%5 $90 sare? Ot ; 
5 earn One GTI >" 0") o°Liheo + oS ait @ - } ae ale ar a sah “ey 
as .UPregorg Tatoriin Une TTEExSS OP Gr Beerte lagers ire ; 
: 7 —— 4 
CUSIete’ (AS TE ET note LGqe £Lase* | Ci RS TAR ‘Ss. 


~ 
~~ 


es 


Saar et OSatoe62e | solsoeis to atctoweils mo Lt Ogh Ob | 


+ 
% 
= 
a 
a 
t% 
o 
¢ 
. 
pe 
< 
. 
Pes. 
rs 
vo 
4 
e 
“0 9 
= 
> 
e 
rt ° 
us 
aN ST AEN RS NOY iy 
é ee 
teed 


‘ = s » i ” iw - ¢ 
Sseheqnd Pose od (7S) nels wba Owithioe pty 
) a. ! 
’ “4 * ‘ a o 4 = 
* mM worust linge Ss & bez mo- ow, ie oe Lele es *) £1; 
: 7 
y , 7, - 4 . , , ‘ oye S »% é € A 
Stiteds) 15h Wl ak OF Het le. e qeiverymes Sous st et? eu. 


Le : 
: . his | : 
*‘Shnu-qtriedge ry [eres ohm. Soalepow. etecdzat: Or io) % Ios 
ae | 
‘vere (8) SAP°9(E) SEL) moltoe’ melanirte tw, eo oragemiy tio 


i ‘ Perea tem 
¥ 
: / 
> ern Pf) jt r =ry e " » ax af ie 1it * 
» Cows apy .. Trev a iS SIF > LiKe meals 6) 
ine P ; . 
' t (¢)} noti4ee-cue ebay bevarm: ae felire awirsinnegzs brs 


pa pre ' im “Pays si otek colat of Limig soeneqgne SO ertelep sf. 
fud. .Paoeers acim wit Go egeed het te “cd gaiviqnos 


F eabeeniens en oo on ewe brn as ruporms Cosa 


ne eran tor Wrikqong acd 40. ch see! trees me es 
bisane veh me idoiqeh 702 fekvaubst 6 pnb toymo 


aa ee ae 


- are e = Vag fe - ses 
aaa aay DP tie ae SS hee 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 5 


produced ores or minerals discovered or explored by reason 
of such expenditures are sold, An election made under 
this sub-section for any taxable year shall be binding 

for such year. 

(c) LIMITATION -- This sectinn shall not apply to 
any amount paid or incurred in any taxable year if in 


any four preceding years a deduction or election under 


| 

| 
this section, or the corresponding provision of prior 
laws, has been allowed to, or exercised by (1) the 
taxpayer, or (2) the individual or corporation who has 
transferred to the taxpayer any mineral property. 

Paragraph (2) shall apply only if (A) the 

taxpayer was required to take into account under Section 
23 (ff) (3) of The Internal Revenue Code of 1939 the 
deduction allowed to or election exercised by such | 
individual or corporation; (B) the taxpayer would be 
entitled under Section 381 (c) (10) to deduct expenses 
deferred under this Section had the distributor or 
transferor corporation elected to defer such expenses; | 
or (c) the taxpayer acquired any mineral property under 
circumstances which make Section 334 (B), 362 (A) and | 
(B), 372 (B) en & 23, 732, 1051, or 1082 apply to such | 
transfer. 
(d) ADJUSTED BASIS OF MINE OR DEPOSIT -- The amount 
of expenditures which are treated under sub-section (b) 
as deferred expenses shall be taken into account in 
computing the adjusted basis of the mine or deposit, but 
such amounts, and the adjustments to basis provided in 
Section 1016 (a) {10) shall be. desregarded in determining 


the adjusted basis of the property for the purpose of | 
computing a deduction for depletion under Section 611. | 
! 


TORONTO. ONTARIO 


which permit the use of devices to avoid fair taxation”. 
(4) To reduce section 27 (2) of the Federal Income 
Tax Act to plain words: --+ 

(a) It means that a member of a religious 
order who has taken a vow of perpetual poverty simply 


turns his cheque over to a religious order and they in | 
{ 
turn pay all expenses. This transaction makes it possible| 


ANGUS. STONEHOUSE & CO. LTD. 

1 SUBMISSION > 
2 of 

3 . GRAND ORANGE LODGE OF SASKATCHEWAN 

4 445 Castle Rd,, Regina, Sask. 
5 

6] (1) The Grand Orange Lodge of Saskatchewan wish to 

7|| submit the following memoranda for the consideration of 
; the Royal Commission on Taxation sitting in Regina, March 
9} 29, 1963. 

a (2) Section 27 (2) of Federal Income Tax Act reads: 
11 "(2) Charitable Gifts. Where an individual 

2) was, Curing the tax year, a member of a way aat else order 

13] and had as such taken a vow of perpetual poverty, he may 

14] in lieu of the deduction permitted by paragraph (a) of 

15] sub-section (1) deduct from his income for the year an 

16] amount equal to his earned income for the year as defined 
17] by Section 32, if of his income, that amount has been paid 
18] to the 'Order'", 

19} (3) The Grand Orange Lodge of Saskatchewan asserts 

20|) that Bikey on 89 (2) of the Federal Income Tax Act, as 

21|| auoted above is "a provision in existing laws which may 

a2) have given risé, over the years, to anomalies or in- | 

equalities, or which may require action to close loopholes 
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ANGUS, a lien BACT cing LTD. 2 
to evade the payment of income tax. Protestant Clergymen 
and Protestant religious workers, as a general rule, 

cannot come under the provisions of this act and they are 
forced to pay income tax the same as any other citizen. 

We believe this paragraph is a devise inserted in the | 


Income Tax Act to grant exemption to religious orders of 


the Roman Catholic Church. Members of religious orders 
are now active in the teaching profession in publie and 
private schools, in the nursing profession, in social 
work and in many other positions where they are paid 
directly out of the public purse and are servants of the 
State. 

(b) May we take as an example the situation in 
our public schools in Saskatchewan where we have at the 
present time 272 Roman Catholic Sisters teaching in our 
public schools. These people are paid wages set up by 
the different school districts which would probably | 
average $4,000.00 per year. The Income Tax for a single | 
person in this bracket wcniie be in excess of $500.00 but | 
as all these people are exempt from the payment of income | 
tax we see, in this one class alone, the Government is | 
losing millions of dollars. It has been estimated that | 
if the members of religious orders paid income tax the 
same as other citizens the total tax from this nee 
would amount to over 15,000,000 dollars per year and would 
substantially reduce the tax paid by private citizens. 
This is a glaring example of the defiance of the time 
honoured principle of the separation of Church and State 
and it is also an example of special privileges being 


granted to one particular religious body. The 
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ANGUS. STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO S 


Disestablishment Act of 1851 provides "free exercises 
and enjoyment of religious preference and worship, with- 
out discrimination or preference. The practice of 
granting tax exemption to members of religious orders is 
an infraction of this act. 

(c) Nuns and Lay Brothers, who are on the 
payroll of Municipal, Provincial or Federal Governments, 
are servants of the State and have no right to be exempt 
the payment of tax, while other servants of the State, 
performing the same task at the same pay, in just as 
efficient a manner and just as conscientiously are forced 
to turn over a large portion of their salary in taxes. 
Nuns and Lay Brothers SHOULD BE REQUIRED TO PAY THEIR 
SHARE OF FEDERAL INCOME TAX FOR THE UPKEEP OF OUR COUNTRY 
AS ARE ALL OTHER SERVANTS OF THE COUNTRY. 

(5) The Grand Orange Lodge of Saskatchewan requests 
that section 27 (2), as quoted above, be struck from the 
Act. If this is not done we suggest that the Federal 
Income Tax Act be amended so that all clergymen, teachers 
and nurses be given the same tax exemption as members of 
religious orders who have taken a vow of perpetual 
poverty. 

(6) This Grand Orange Lodge asks that tax discrimin- 
ation against Protestants and other non-Roman Catholics 

be eliminated without delay. 

(7) The Grand Orange Lodge of Saskatchewan operates 
under a warrant issued by the Grand Orange Lodge of 
British America, incorporated by Her Majesty, by and with 
the advice and consent of the Senate and House of Commons 


of Canada. 53 Victoria, Chapter 105, assented to 24th 
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April, 1890. 
(8) This submission prepared by Wilfred Humphries, 
Chairman of the Legislation Committee of the Grand Orange 
Lodge of Saskatchewan, at the bidding of the aaaesiiae tide 
and Officers of the Grand Orange Lodge of Saskatchewan. 

THE GRAND ORANGE LODGE OF SASKATCHEWAN 

G. B. Smith -- Grandmaster, 

837 Athabasca St., Moose Jaw, Sask. 

Roy W. Staples -- Grand Secretary, 

Box 1074, Moose Jaw, Sask. 

Wilfred Humphreis -- Chairman of Legislation 

Committee, 
4445 Castle Road, Regina, Sask. 
(Phone LA 2-3345) 


February 26, 1963 
| 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


SUBMISS ION 
OF 
REGINA COUNTY LOYAL ORANGE LODGE 


1835 Albert St., Regina, Saskatchewan 


To the Royal Commission on Taxation 

Meeting in Regina, March 29, 1963. 

(1) Regina County, Loyal Orange Lodge wish to draw 
to the attention of the Royal Commission on Taxation, 
what we consider a loophole in our existing tax laws, 
which makes it possible for a section of our population 
to avoid payment of income tax. 

(2) Section 27 (2) of Federal Income Tax Act reads: 


"(2) Charitable Gifts. Where an individual 


| 
was, during the tax year, a member of a religious order | 
and had as such taken a vow of perpetual poverty,he may 
in lieu of the deduction permitted by paragraph (a) of 

sub-section (1) deduct from his income for the year an 


amount equal to his earned income for the year as defined 
é | 


! 
' 


by Section 32, if of his income, that amount has been paid| 
to the 'Order'". 
ay Here is the picture of those affected by the 


above -- mostly Nuns and Lay Brothers of the Roman | 


Cacnoiie Church, 


(4) We have a report which deals only with the Nuns 


and Lay Brothers in the schools of Alberta, Saskatchewan 


and Ontario. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 2 
it Public Schools: Alta. Sask. Ont. Tot. 
2 Nuns 101 235 81 417 
3 Lay Brothers 5 6 10 21 
4] Roman Catholic Nuns 229 234 1846 2309 
5| Separate-sup- Lay Brothers 12 6 139 157 


ported by Public 
6| Taxation 


7 Grand Total 2904 

8 The figure of 2904 covers only teachers and covers only 
9] three Boma aot 

10/ (5) Therefore, Nuns and Lay Brothers should be 

11] required to pay their share of the Federal income tax 
12] for the upkeep of our country as are all other citizens. 

13) (6) This brief presented to the Royal Commission on 
14|| Taxation by Regina County, Loyal Orange Lodge, 1835 


15] Albert Street, Regina, Saskatchewan. 


16 Robt. W. Sandercock, 
17. County Master. 

18 Dt aie eed 

19 secretary, 

20 1876 Angus Street, 

21 Regina, Saskatchewan. 
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TORONTO. ONTARIO 


SUBMISSION 
of 
PROTESTANT LEAGUE SASKATCHEWAN 
BOX 335 REGINA, SASKATCHEWAN 


ANGUS, STONEHOUSE & CO. LTD. 


PERSONAL INCOME TAX INEQUALITIES 


ry) Incredible as it may seem, it is an absolute 
fact that a great many Canadians receiving taxable 
incomes are exempt from or evade the payment of all or 
part of their share of the income tax. -In the personal 
income tax area, the greatest discrepancy is that of 
excessive deduction claims; that is, the practice of 
presenting receipts which are in excess of the actual 
donations made, On several occasions this problem has 
been brought to the attention of the House of Commons 
and the Hon, George C. Nowlan is to be commended for the 
positive action taken in dealing with same. It can be 
assumed that the Royal Commission, which is conducting 

a survey of all areas of the federal income tax, will 
give careful scrutiny to this discreditable practice 
which has reached alarming proportions. 

(2) Another major inequality in the personal income 
tax area is that of income tax exemptinns for members 

of religious orders. In 1949 Parliament passed 
legislation which provides complete income tax exemption 
for members of religious orders who have taken the vow 
of perpetual poverty. (Section 27 (2) of the Income 

Tax Act). There are increasingly large numbers of these 


people receiving taxable income and employed in 


| 
professions and occupations such as: ” 
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1. Teachers in public schools and in separate 

schools supported by public taxation, 

2. Priests lecturing in provincial and in 

denominational universities. 

3. Nurses and others employed in hospitals 
and similar institutions, civil servants, 
etc’, 

(3) With other persons employed in these professions 

and occupations the income tax is deducted at the source; 

i.e., from their cheques. Members of religious orders 

doing the same work, enjoying the benefits of prevailing 

salary schedules and paid from the same sources, are 
entirely exempt from the payment of any income tax, 

A very large proportion of these people have their 

salaries paid out of public funds. The annual loss in 

revenue to the Federal Government resulting from these 

tax exemptions runs into some twelve millions of dollars 

or more and is, in effect, a subsidy paid to’ these 

religious orders at the expense of Canadian taxpayers. 

The obvious solution to this unjust situation is the 


deletion of Section 27 (2) from the Income Tax Act. 


| 
| 
| 
| 
| 
Only be so doing can this discrimination be eliminated. 
(4) The fundamental principle of the income tax 
is that it is a tax on incomes received, and without | | 
reference to what people do with their income, There 
are certain standard exemptions what a person does 
with his income is not the concern of the government, 
Moreover, in gratitude for the service rendered by the | 
| 


Government of Canada in preserving our freedoms, including 


freedom of religion, should not religious groups of all 


! 
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ereeds, as good citizens, take their place among those 
Canadians who willingly accept the responsibility and 
privilege of sharing in the tax support of the government 
of their country? 

(5) A drastic result of income tax preferences 
enjcyed by the Roman Catholic Church is reflected in the 
decline of Prostestant-supported universities and the 
rapid expansion of Roman-Catholic-controlled universities, 
Records show that Protestants established eight univer- 
sities in Canada before the Roman Catholic Church founded 
its first university. Since the First World War there 

has been a sharp reversal of this situation, and now the 
Roman Catholic Church controls nearly half the universitie 
of Canada, together with some eighty colleges giving 
courses leading to a B. A. degree, Only one Roman 
Catholic university has been closed and none has been 
handed over to provincial control, as have most of the 
Protestant universities, There now remains only four 
Protestant-controlled universities together with three 
colleges giving courses leading to a B. A. degree. 


(6) While rising costs have forced the handing 


over of many Protestant universities to provincial 
control, the great income tax preference enjoyed by the 
Roman Catholic Church has had much to do with the rapid 
expansion of its universities. Speaking recently at the 
formal opening of a Roman Catholic college in the Lower 
Mainland of British Columbia, the main speaker, a 
prominent prelate, made the significant observation to 
the effect that the growth of Roman Catholic education 


| 
in Canada during the past twenty years has been phenomenal} 
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1| (7) These income tax preferences constitute a 

2] disturbing departure from the principle of separation of 
3]| church and state, a policy to which the Government of 

4] Canada was committed by the Disestablishment Act of 1851. 
§| This act completed the separation of church and state in 
6] Canada and granted complete equality of religion to all 

7| Canadians, without "discrimination or preference”. 

8| Now, a hundred years later, widespread inequalities again 
9|| have penetrated the religious life of our nation, not 

10] the least of which is that of income tax preferences, 


11| (8) It is respectfully requested, therefore, that 


13] said discriminatory Section 27 (2) from the Federal 


14) Income Tax Act. 


15 Vink, \Nordiund, BYA.S°B. Eds, 

16 1719 London Street, 

17 New Westminster, B.C, 

18 This submission submitted by the Protestant 


19|| League Saskatchewan to the Royal Commission on Taxation 
20] sitting in Regina on March 28, 1963, 


Box: 335) Regina) \Sask) 


| 
12|| the House of Commons take immediate action to delete the 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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3 
To 

4 

| THE CHAITLRMAN AND BERBERS 
5 

PROYAL COMMISSION ON TAXATIOR 
6 
7\ 

| 
8 
9! 

| 
10. 

| 
11/ 
12, op recs en te @ sb ¥ 
13) Sete L MBSR CHART S* ASS OC DAE 28 
| (SASKATCHEWAN) LH CORP OR AT ED 

| 
a 

| 201 TORONTO-DOMINION BANK BUILDING 
16 

SASKATOON, SASKATCHEWAN 
17) 
18, 
. 

This Brief has been written and prepared by R. E. 

20 ; 

Walker on behalf of the officers and members of 
21 


the Aesociation. 
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ROYAL COMMISSION ON TAXATION 


(UNDER ORDER IN COUNCIL P.C. 1962-1334) 
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RETAIL MERCHANTS' ASSOCIATION (SASK.) INCORPORATED 
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RETAIL MERCHANTS' ASSOCIATION (SASK,) INCORPORATED 


ROYAL COMMISSION ON TAXATION 


( UNDER ORDER IN COUNCIL P.c. 1962-1334) 


PRE SUMMARY 

This submission is presented on behalf of the members 
of the Retail Merchants' Association (Saskatchewan) Inc. 
who are contributing a large percentage of earnings to 
Federal revenues. 

The submission recommends cuts in income tax from 
present taxing schedules at 73% lower the first year, 
15% lower the second year and 223% lower the third year. 

It recommends that corporation taxes be lowered 5% 
each year from the present taxing schedules for a three 
year period. 

The submission recommends that all couples marrying 
and living in Canada be exempt from income tax payments 
for one full year in which they marry. | 

The submission recommends that a larger allowance 
into Registered tax saving plans, that will allow for 
larger pension plans and ultimately allow for earlier 
retirement from the work force, has « 

The submission recommends that business be allowed 
to save by tax exemption and set up iivestasiie ite decane 
for economic stabilization. 

The submission suggests co-operation batedee the 
National Government and Prov?ncial Governments when direct 


consumer sales taxes are implemented. 
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BRIS F 


TO THE CHAIRMAN AND MEMBERS . | 
ROYAL COMMISSION ON TAXATION 
} 
i 


The Retail Merchants’ Association (Saskatchewan) 
Incorporated has been asked by its members to have a brief 
prepared and presented to your Commission. 


The Retail Merchants’ Association (Sasketchewan) | 


| Incorporated is a provincial incorporated Association. 


The aims and objects cf the Association are set out 


| here under, and are incorporated into the Membership Agree 


The Retail Merchants' Association (Saskatchewan) 


; Incorporated uses a Membership Agreement between its 
| members and the Association, and the purpose is for 
| continuous membership, unless cancelled by either con- 


| tracting party with thirty (30) days notice. 


Some of the specific objects of the Association are; 
os To safeguard the interests of all retailers through- 
out Saskatchewan, 
Ai The collection and publication of information and 
statistics relating to/or concerning such interests. 
Ss The arbitration and settlement of trade disputes 
arising between any of its members. 
To endeavour to enlist the co-operation of all manu- 
facturers, producers and wholesale jobbers in securi 
just and equitable prices on all classes of staple 
merchandise, 
To promote legislation that will prevent misrepresent 


ation in advertising which is calculated-to do injury 
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legitimate merchandising and to destroy the value 
labour. 


promote legislation that will make the officers of 


mercantile corporations responsible under the law the 
same as is now meted out to individuals when they 
commit fraud and practise deception. 

To endeavour to have the retail trade of cities, 
towns and villages confined as far as possible to 
legitimate retailers. 

To promote legislation in the direction of securing 
improvements in municipal laws, such as peddling and 
other licencing, simplifying the collection of small 
debts, securing amendments to the Transient Traders 
Act, abolishing as far as possible all gift schemes, 
trading stamps, coupons or similar devices, and 
securing such amendments or additions to Municipal, 
Provincial and Dominion Legislation as may be deemed 
desirable in the best interests of the retail trade 
from time to time. 

To promote Legislation in the direction of securing 
efficient insolvency legislation. 

To have all legislation that affects retail interests 
which 1s introduced into Provincial Legislatures or 
the Dominion Parliament made known to our members 
before it becomes law, 

To secure “ewes friendly relationahip weit aioe fel- 
lowship among retailers and with all organizations, 
associations and co-operatives, having for their 


objects the best interests of trade and commerce, 
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The procuring and fuxnishing to its members infror- 
mation regarding the solvency of persons. who deal 
with any of its members. 

The promoting of a cash merchandising plan to its 
members for all merchandise solé that cannot be 
secured, and the use of Conditional Sales Contracts 
and Instalment Sales Agreements for all other 
merchandise, 

To promote friendly relations between consumers and 
retailers in Saskatchewan by fair dealing, i.e. Ex- 
change of merchandise not satisfactory; return of 
deposits to customers by retailers when goods not 
satisfactory; and the promotion of good public 
relations so that customers will prefer tc deal 
with a member of the Assoctation, 


As the objects of the Association are in the main 


| directed at improving the standard of living for ail 


een een AI RAT 8 NN Ae a TL CONTR TA, aes mee en tore ne nn Hn 
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| people, it is with this thought in mind that the Associ- 

ation proposes to your Commission the following pcints for | 

your consideration so that the above goals may be reached... 
Canadian people want a taxing policy that will pro- 


mote a higher standard of living, that will encourage 


23 savings, and a taxing policy adopted that will allow the 


25 further a policy that will allow business enterprise a 


26) freedom that will permit 


fara 
> 


fit, so that employable 
27 Canadians and young men and women entering the iaebour 
28 | market may have jobs. 


29 Therefore, out brief to you suggests a policy so 


24 Canadian product to be competitive on export markets, and 
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ANGUS, STONEHOUSE & CO. LTD. 4 
TORONTS, OMTARIG Se 


1} framed that it will allow for higher production at lower 

2 costs for the Canadian preduct by: 

; (a) Economies by all governments. 

4 {b) Governments to remove themselves from all competitive 

s| business and leave the operation of business to 

s business people. 

7i (c) Encourage labour to higher production by lowering 
costs by (i) tax incentives to taxpayers and corpo- 
rations (ii) by exempted income tax deduccions 
toward pension plans (iii) allow corporations, 
business partners and individuals to set up Invest- 
ment reserves for economic stabilization and deduct 
from taxable earnings. 

(d) A taxing schedule that is based on same basis for 
all business and Crown Corporations. 

RETAIL MERCHANTS ' ASSOCIATION (SASKATCHEWAN) INCORPORATED 

BRIEF PROPOSALS 

1 Lower personal income tax rates on taxable income in 
the employees group progressively over a three (3) 
year period from the present taxing schedules 73% 
first year, 15% second year and 223% third year. 

=) Corporation income taxes to be lowered at the rate of 
5@ per year for the three (3) year period from the 
present taxing schedules. 

Se All corporations operating in Canada including all 
Crown Corporations to pay income tax on the same 
taxing schedule basis, 

4, Exempt for one (1) full year income tax payments of 
all couples marrying and living in Canada in the 


taxable year in which they marry. 7 
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ANGUS, STONEHOUSE & CO. LTD. 


oo 


TORONTO, ONTAMO = 2, ~~ 


Allow for employees and others who are using section 
798 of-Income Tax Act and providing themseives with 
a pension pian for their retirement, tax schedules 

4 to be raised to allow for Larger tax exemption . 


5 saving into retirement. 


¥ 
6| 6. Excise tax to be reduced on cigarettes, cigars and 


7 tobacco by 10% immediately. 
Bi 7. Allow individual business, partnerships and corpora- 
9 tions to set up Investment Reserves for Economic 


10 stabilization. 


12 go to all provinces in Canada (a) that the Pro- 

13 vineial Governments co-cperate when imposing Pro- 
14] vincial Sales Tax or (b) that a tax rental arrange- 
13| ment be made between the Provincial Government and 
16| the Federal Government to collect the required Ssles 
17 Tax through existing tax acts. 


| 
i 
| 
I 
H 
i 
| 
| 
11/8. We recommend to your Commission that a recommendation | 
| 
is} (2) In dealing effectively with taxation of the Canadian 
19] people we must have a policy of taxing that will keep our 
20| national product rising at a rate sufficient to keep our | 
! H 
21)| employable men and women all working, as well as to | 
gs Ga the necessary emplcyment for the young men and | 
1 { 
; : 
ad ghee wno are coming of employabis age. | 


Hy 

i ; 
94} (2) We ave an exporting country and therefore policies 

Hi 


254 must be geared to make Canada competitive with competing 


76, countries, 


271 (3) In the over all matter of taxing the policy should 


ern eer 


2g | be that Canadian taxpayers in addition to paying taxes 


29 should have a taxing schedule that will allow them to have 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO pe ft 


i? a saving for future lai 
2) In the taxation year ending April 1, 1961 through 
| 
3) March 3lst, 1962, individual Canadians a, income taxes 


J directly and deducted at source $2,088,267,480.84. 
5 By following our reduction tables, individual tax- 


| payers would pay in the first year $1,931, 647,419. OO and 


would have available for savings and extra purchases 
$156,620,000.00 the first year, and by using the same 


level of income taxes paid in the ore year April 1, 


year would amount to $313,240,122.00 and the third tax 
savings using the same level of income taxes paid in the 
taxation year April 1, 1961 through March 3lst, 1962 
would amount to $469,882,183.00. 

Corporation income tax would be taxable at a lesser 
amount by 5% using the March 1961-62 taxation year and 
would be a less corporation taxes by $65,175,131.00. 

In the first year if the reduced rates were appli- 
cable the tax savings by individuals and corporations 
would be $221,795,131.00. If the same taxing formula 
were used in succeeding years the tax savings would be 
higher as the taxable incomes would rise proportionately 
each year, as tax saving money would immediately be 
available in extra consumer goods, purchases or into 
savings accounts which in turn would increase the needs 


for increased consumer goods, 


1961 through March 3ist, 1962 the tax saving on the second 
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TOT4L TAX COLLECTIONS BY CANADA 


TOTAL TAX COLLECTIONS 


1957 Cotte eves esses ese seaearnsseeaHeeasezve $3 ,O1L7, 243 ,O91 
195€ eee veers ses eevee tenor steeose oe ses sse ses 3,066, 201, 953 
1959 e@eeceee sess esseeoeeosevegpeeteusge nes 2 3 709 sees "910 
1960 SOBRE SFFFCHOSCFSEHSFEFSSHROC 2¢eEFFH2SES2EBE ne "148, 193, 4,70 
1961 SHOR FOF SES HFSSHESSHECHAAAMIFHE HOH FTHSH*SG HS xe 493, 74l ; 147 
z 1962 Ge aa otal ica i otal aut Wig ana a asahete eae 3, 588, 655, * 206 


INDIVIDUAL GENERAL INCOME TAX COLLECTIONS (2) 


1957 POFRHSTHHRKRSOSSESESSORPEFHHOHAEHOKBEHTBRHS HBOS $1, Sen, 450, 44.5 
1958 CHOCHROSCHAHESOHKOHTEHSHHSHHSHHFOSH SHEE SES ZS "634, 789, 390 
1959 SCTPFFRSMHOSSHHRTEHFSERZASSTHO HOB EO LEGAEEE pe "499, 8L9, 31h 
1960 eeateeooseoeeeseseeoeenevreosveoseresoese i, 752, 193, 703 
1961 Peeve oeeSeOtervreesHeeonastee SOSH? zOE L "9h0, 559, 572 
1962 CL) Jee eho e veeke hes pene dbenceees 2 "088, 267, 481 


CORFORATION GENERAL INCOME TAX COLLECTIONS (2) 


1957 Gsesaeseeeeese oes eeooeseezr eee oes esae es si, 335, 636, 915 
1958 evovosw# owe ere ne ese oeoszeereaus see sess 3295, 470, 725 
1959 SOHRSSEHASHFERSREC HSS SS HOH HER HOEHF PO BES : O75 378. "164 
1960 CSS SASS HEFRUPFSHOSSHFHHSREHETEHSHSEEOS ae ce 215,702 
1961 SCOT SHESEHSESC SS SESCHSESISHOHBSEEHRPEEHESCES L “380, 128,380 
1962 SSECSSCSFASCSTHSHHSTHFHSHESCSCHSFHEYLOASZOEBE 1 303, 562 ,O3k 


NON-RESIDENT Tak COLLECTIONS 


1957 @@¢e eGR €SSGEVSBPeS SF OTF #evevseerse eos ese 6 $ 76, 447, 135 
1958 ssovweseoooeceseseeGTseseoavee re OSHEeQeeoeseee 64; 334, 680 
1959 eeeersee? ase escesezx +¢ Coosa eveseaaeageeeanse ee 61 3 292 
1°60 Pees seeoesresaseeeaseese st OCTHESCVP PF ReRSTFSHPFASOVS ree "353, 361 
1961 ees ere Oeteezsr sores seeeoseeaeoe ORB CSHEEHEOBSOE g3° lt gS &22 
1962 Ooece@esveexzereaea 2 7-9 SHG erveeeseeceteee & 62392 112,30 70S 


SUCCESSIGN DUTY AND ESTATE Tak COLLECTIONS 


1957 PRESAPSSHEHSHASEEHSTAHPEHRSCEHSHHEHSHBSEE SED $ 7F , 709 ,196 
195 SCSFeoe esse FFF Ge P Ess ssevoseezyTevevreo#e 220 71,607, 758 


195S Pe FSsen steerer seraeererwe se eeCervevoeztret ee 72.535,1k0 
ae 

1960 eP2eeoeenee Gees eee eer Peo eeeuaeeeEGee eae ee +430, 7O5 

1961 9eCSSsetFSCsFetesessHPe sr Hosea s weve evs eee eas ei,” &79 5372 


1962 Seescetzee B@ePoe*se Fatt eooereve eae oe Tere eesee BL, 579, 382 


(1) Payments and refunds relating to 1961 Tl Short returns 
filed by taxpayers in the Western Provinces during the 
period January 3-March 31, 1962 are included under the 
Data Centre and thus shown Ontario. 


(2) Includes collections of Old Age Security Tax. 
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TABLE #3 CANADIAN TAXPAYERS BY INCOME - 1960 (1) 
TOTAL TOTAL 

INCOME TAX PER CENT OF 

TNCOME CLASS NUMBER (IN MILLIONS) (IN MILLIONS) GRAND TOTAL 
Under - 1,000 24,173 125 133 -07 
1,0GC0-to 1,¢099 76 2.9 a2 6Ol 
1,100 to ++ 24109 61,078 70-2 a 03 
1 UCP tors4 15299 68,704 85.5 5 a .08 
1,300 to 1,399 69,232 93.2 2.4, 13 
1,460 tot er 1.489 67,717 97.8 a8: oh? 
1,500 to: « «15599 66,514 102.7 3.9 eae 
1,600 to 1,699 73,104 £2033 4.9 Pea 
STOO Sa bok, 299 71,456 124.7 5.5 31 
1,€00 to 1,899 76,097 140.3 6.8 Ae 
1,900 to 1,999 73,084 Leese Tea «40 
2. CONst0: 2" 2.000 73943 50,3 8.4 047 
2 ,1007to +2199 82,254 L76.4 9.2 052 
2,200 to 2,299 84,277 189.2 10.4 58 
2,360 to: = 25399 86,395 202.7 pa ae. «66 
2,400 to 2,499 89,059 2737 72.) ays: 
;, FOE GO¢ 64 BP599 85,031 216.4 a a Pa 
2 662° 0!) 29699 95,290 251.9 aw g 82 
2,700. 66... 23799 91,295 ea 15.0 8h 
2,860 to 2,699 93 ,508 266.1 15.8 289 
2,900 to 2,999 94,983 279 37 ered 296 
3;0OG to 3,099 6,407 293 4 LT ak “99 
3,100 2690 «3 2199 203 7766 326.4 Bis By 3 wkd 
3420 7ba~ «+2 3299") 4O2SFORG Be had 3 20.4 1.14 
3,300 to» <3 5399~ > 103 5196 345.2 Ad ocd Loe2 
3,400 to 3,499 103,220 355. 22.8 1.28 
3,500 to 3,599 99,058 Bt Pas 22.4 Leo 
3,600 to 3,699 100,369 36578 23.8 1.33 
3,700 to 3,799 96,195 360.1 23.8 1.34 
3,800 to. 3,699 93 , 589 359.8 24.0 1.35 
3,900 to 3,999 100,895 397.9 27.4 1.54 
L,00C to . 45009 93,82 379 4 26.1 1.46 
4,100 to 4,199 90,786 376 23 ap | 1.44 
4,206 to 4,299 &9 ,270 378.9 26.8 1.50 
4,300 to» - hk y399 88,431 364.2 27.4 1.54 
4,400 to 4,499 83 ,186 369.6 rt Fea Le52 
4,500 to 9599 79 , 560 361.5 26.9 LoS. 
4,600 to 4,699 76,150 353.7 ad AP 1.52 
4,700 to 4,799 69,968 391.0 25.6 1.43 
4,900 to 4,999 64 ,C76 316.8 25.3 1.42 
5,000 to 3499 262,504 L.275.0 116.2 6.51 
5 500 sG0 ,999 189,018 1,082.9 98.1 Sede 
,000 to 6,999 225,279 1,450.7 144.1 8.08 
6,000 to 8,999 69,454 587.1 69.9 3.92 
G,000 to. 9,999 45,468 429.1 55.1 3.09 
10,006 to 14,999 85,765 Wy, O22.1 15544 8.70 
15,000 to 19,999 26,879 459.7 91.0 5.10 
20,000 to 24,999 11,388 252.6 59.9 3.36 
25,000 to 49,99 14,395 475.0 138.4 7.76 
50,000 to 99,999 sled L791 65.3 3.66 
100,000 to 199,999 467 60.2 rs 1.42 
200,000 and Over 82 24.8 122 268 
TO 7 2y 4,389,766 18,578.2 1,783.6 100.00 


(1) 


ANGUS, STONEHOUSE & co. LTS. 
TORONTO, ONTARIO 
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1962 Taxation Statistics - Minister of National Revenue. 
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2\| CO-OPERATIVE RETAIL OPERATIONS 


TABLE #5 


3| For the taxation year 1960 the Department of National 


4] Revenue reports on page 115 in table 3 a (1) the taxation 


5i and revenue of the Co-Operatives in Canada, profit companie 


‘ 


6; for the year as follows: 


7 Numbe r of Co-Operative Companies.,;..1,878 
f 

8} c: urrent Year Profit,....% eee »+e..9.1 millions of dollars 
I 6 

9) Total Tax Declared....c. esses eeeee 2.1 millions of dollars 


10) TABLE #6 


11/ GENERAL STATEMENT - 1960 TAXATION YEAR 
} 
12| TAXABLE RETURNS - CANADA 
13| lumber of Returns............ ‘eats 4,389,766 
prota) Theome . 2% sana: witeemeneaas Gite Sl ose le, 000 lme 
14) Totel Exemptions, OG. . Sparen 8,851, 287,000.00 
| Taxab Le DUCOMG. oe. dra BicG ate a ¥ 0% tte wer 9,729,931, 000,00 
{§|Total Taxpayable..... big Geeta wea cabins, 590,000.00 


Puaticier Of (RetuPEe Te. Pees eee: Fs 1,460,845 
pTotal Income..... See eee Moekse, & b,906, 103,000.00 

18) Total exemoti ions oeeee evoeeveveeses eo 8 6 @ 2,815, 354,000.00 
| 

19) A RETURNS - CANADA 

IG iumhers at Returmnea.oeo. . nik ‘sce 5,850,611 
PTOGa LD MeOMe J aoletrewinte's Doles - $20,484, 321,000.00 

OL Total Exemptions. ocd. iui ek lati; Ott 000, 0C 


22|/(2) In the 1962 Taxation statistics book released by the 
lational Revenue for the year ending March 31, 
we Ping that individuals pay the large share of the 
income tax that is collected by the Government of Canada, 
amounting to in the taxing year 1962 $2,088,267, 480.34 
and the corporations in Canada paid $1,303,502,633.88. 


We find there were 4,389,756 men and women in the 


occupations and 3,368,185 of them classed as employees 


Aue ni) Flee tl 
ih i ; 


ay f Le ae ‘ 
ita a Lgded Beit ay se salts ho ise sath i‘: ey 


ae pp ; , 48 


Both ih in . pl rere hempt shia ose. ana He! had eee 
oe » » i > “4 A 


¥ 


= 


. 
“a... 7) aT. ‘ é P p | rihiwre £ — . 
mitet IS Jeeadsqes woltezswece satdaguy)' 


? i‘ , 
. Bhi 7% ryt nit A tat *) 
: : t F 
—_ é 
a x . Lun o' e 
& Pil’ i : 9 8 4 7 * ; 4 ha, Was 
— F hy one 
> . owt - . 4 eo ' f 1 —T rr 
ats t - 4 a4 iv et f wut’ oS ie SOs D2 ’ 
{ 7 t j 
sia ¥ ng « I pwee 
uy Me patie ti w . or Ft C35 SOM eR gS 
4 
' a 
— 7 
t ir 
* wiry coos it ya ft? — ie f » a 7 ih ee ae Y bow ty in 
et Hoa is f~ sos . a: Sat, ab vt aT & hu oe Al hy ead COnSs 
bf ees 4 r; m3 4 \ ~ Ps | 
f 
ed ™ if 4 fi 
edt solange . CS chat hd’ oy ‘Bi 
a .. 
‘ 
‘ 5 , , 
a | ) <e sav om W — ¥ i 
- 1.4 . + j pee | PAE fe Ss et et 1S ~ ‘ . aryahy Be 
. ha ba ae 
oa 
+ 
: 
* - * 
th t $4 'y : ; i ' ‘ lene st 
t 
' = a ’ 
K. ¢ ) \ Pee te: 
at 
H = 
we * ae ; ‘ J ' ied 
wy ond 4 é i j ‘ st v \ ‘ e 
‘ t ‘ 4 ” 
Ae I ] 4 
: 
é oe 4) 0) Ff rs ‘ 
; tata 4 eSee eta’ ey nk We Pee 
ae - de ' , 5 
= f 4 
= nf es ww f ‘ i . 
7 MAT ON ZOR BALE Ray Soe DesnbA . eet 
ad Wert ot sd \ ‘ 
, ‘ 
oJ a7 + 
73 ‘ : As -t aor go) wee Si DIRE (4 
y RY, oy 
vi "i 
i 
* J ~* - 
od Iilw s j a 2 SUP Yed Ter Lies Ee 
< i 7 
, ’ ‘~e — P ‘ , ' é ] 
iby aay AA w it és * Yu ¥ é ’ ' i. i. 
4 r 
! i 
, « § oo a Liak) Broeldal a dh aitied hich " bed : ay bieaniee add oe : 
~Be en Sa. ALL | (bud St, OAD ford " arts u arte Saese0t is aN ae Lat “heaE it 
; 7 ’ ' h 
f - ne ul ‘ i: " | ee P 
“ \ P ; \ 
; ‘ n ‘ ’ a >. wed, " - by “ore 
ed PARA? eggades Jas poldeagguh ade roe OS Rae be 
‘ : . = aid 5 
. : s art 
. a eg 
| a + end ¥ Mt aes - Vs ee Pky coated eer a 
i BRS Metodl T3978. ae lad OEVS MBAS. VVG RBIs ban, t PONDERS 
' * sd * - ' 


ia ‘vil Sonal x2? Heian on He Je wrageel os : 

Bal Ge bat sit’ cha veoh | 

‘aaa seagts ofa: deotten ira tarde ppaten geenenben 

area ys Caan Mem a: ne ie 
7 i 


Lae | a Yn le ie } ' hi 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, CNTARIC -13- 


ij/and of this number paid income taxes in 1960 amounting to 
21 $1,373.1 millions or 76.98 of the total income tax paid 
! 


gi by the occupational group. 


ee LER CE 


4 We would direct your attention to Table #1 attached 
5} to this brief showing the percentages of the total tax as 
6|(2) 1962 Taxation Statistics - Department of National 

7 Revenue 

gi(2) 1962 Taxation Statistics - Page 115 - Table #3. 
Qipaid by tne different groups. 

10) In the proprietors group we note from the same re- 


11) lease there are 199,014 filing tax paying income tax 


12\|\recturns amounting to $1,052,100,000 and this group con- 
13|\tributes 6973% to the Income Tax Department. 
14) In the active taxable companies the Min°sr- > of 


{ 
15 Revenne reports 64,100 companies reportins peer 


16))income tax paid. 
17 Wwe are suggesting in view of the heavy load of taxes 
18ithat individual income tax be reduced over the next three 
i9iyears, from she present rate schedules, 73% first year, 

| ‘ ; 
20 | 15% second year and 223% the third year. 
1 We have indicated Hie tax saving togthe tax paying 
22}individuals and we are suggesting this saving to the tax- 
a3iipayers and lower revenue to the government will be made 


24/4 and will reflect back into government incomes through 
25 jincreased consumer sales and excise tax. This is neces- 
26 |Sary to accommodate the suggestion that tobacco taxes be 
27 |jreduced since tobacco taxes represent an ever increasing 
2g |share of the non sales tax excise taxes. (See Table #8) 


29 However, the tax saving will have the effect of 


increasing sales, which will reflect into higher employ- 
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1j ment and increased production. 
2 The decreased taxes will assist Canadian exports, in 


3 that the product will be lowered in cost and thus will 


al assist to keep our product competitive on the export 
Si markets. 


1 Table #8 sales taxes and special commodity taxes 


6| Tn 
Ai axi - “a7 and excise tax) are shown as collected for 
Bil the -*-1961 and show a steady rise, as our economy 
9} and retail-sales increase. 
| 


10j For the year ending 1961 the sales tax on domestic 
1| products amounted to $856 million and special commodity 
12| taxes on domestic products amounted to $619 million. - The 
Giepectat tobacco commodity taxes amounted to well over 50% 


14!0f special taxes bringing in $324 million to the federal 


15 treasury. (See Table #8) 

16 We are suggesting the decreased amount would be off- 
17||set by increases in sales tax. 

18 | CORPORATIONS 

19 We are suggesting that Corporation income taxes be 
20||reduced 5% per year for the next three (3) years from the 
21\||\ present rate schedules, 

22 We would refer you to the Corporation Income Tax in 
23|\Sweden. (1.1) 


The national income tax is levied on the net taxable 
income of corporations at the flat rate of 40 per cent, 
reduced recently from 50 per cent. There is no differ- 
entiation between distributed and undistributed profits; 
a Swedish operating corporation may, as aresult retain 


such reserves in its business as it deems appropriate to 
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Without incurring additional 
2); tax burdens, it is free to invest accumulated earnings 

I 
3lin new or expanded plant and equipment, or for other 
4icorporate purposes in its discretion. 
5 We suggest that all business in Canada be assessed 
élon the same basis and pay income tax at the same income 


7itax rate and this taxing apply to all Crown Corporations. 


8 We would point out to your Committee, that the taking 
Qlover <2 large provincial power corporations by Frovincial 
10; Zovernments results in loss of income tax to the National 


1ljgovernment. 
12 ine financial statement issued by the B.C. =lectric 

13||\Company Limited operating in B.C. and expropriated by the 
14/B.C. government in 1961, showed in-the 1950 operation that 


15jincome taxes paid by the company to the Federal Government 


16amounted to $12,370,469.00. 


This loss in income taxes to the National Government 
ill have to be made up by Canadian taxpayers. 

it is cur recommendation that your Committee recom- 
23imend the taxing of Crown Corporations to the end of 
24ireducing the lax load on the individual taxpayer. 
25 By taxing all business on the same basis, every 
26 {business will be on the same competitive basis and this 
27 will assist not only the business being taxed, but will 
28 | 


29|(1.1) The Corporate Income Tax in Sweden by Martin Norr 
Claes Sandels. 
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2| It will put an end to discrimination as charged by 
3| independents against certain business not now paying on 


4)same taxing basis. 


5 The population of Canada as reported by the D.B.S. 


gi in Canada (2) and natural increase births 338,858. (3). 


2 
is 
Es 
me 


| 
sit sass IN CANADA -- 1941 - 1960 - concluded. (4) 


11] TOTAL MARRIAGES 
| FORT. cOGOS 59 5. Brees, 121,842 

EOE lad a aul Cae alee sane 128 , 230 

WISSEL Hee SPER IEE. £2: 132,713 

WO 6 acorwaleuie wide anes tetes 133, 186 

FOSS SES . PRS ee dd Sa 131,525 

DOP head eb ae eens eae wean 132,474 

TSOOSSS OF. ee oS 130, 338 

As indicated the number of couples marrying in 
Canada in 1960 numbered 130,388 - Table #7. 

We have recommended that couples marrying should be 
given Income Tax exemption for the full year in which 
they marry. 

A large number of couples marrying at this period are 


University students and as the costs are high in attending 


University, and as we want to encourage these young people, 


) Canada Yesr Book 1962 - page 1196 
) Canada Year Book 1962 - page 209 
) Canada Year Book 1962 - page 183 
) Canada Year Book 1962 - page 209 
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2i have their first jobs, and as setting up households is 


expensive and as money is usually short at this time, we 


&& 


oh 


strongly recommend that all Canadian couples marrying ve 


1 
With other couples marrying, a large number of them . 
5] exempt for one full year from income tax payments in the 


year of marriage. 


an 


7 The Canadian Senate appointed in 1960 a special 


co] 


committee which examined the background of unemployment 

9| and its underlying causes. In the study, the reports 

10) indicate three major trends, in the expansion in the number| 
11) of Canadian workers. It was pointed out that almost half 
L of the total increase in Canadian manpower supply may be 

13|| attributed to net immigration. Another factor in the 

14] growth as well as the changing composition of the labour 


15 force, was the unprecedented increase in the number of 


16) working women in the age group over 35. 

17 Between 1956 and 1960 the female labour force in- 

18) creased 23% to 25% of the total with a numerical increase 
19} of 303,000, eee as large as the 318,000 increase in 

20; the number of dat | 

21 The third main eee a Che size of the labour 
22) force is the large population increase resulting from the 
23) rising birth rate following the war years. This rising 
athcune had its effect first on the school system and now is 
25|)being felt in the labour market. 

26 ans neste to the three main Head of increase 

27 ||} would be the cited eet agricultural employees, this 

28 || stream being absorbed into other employable channels. 


29 The committee report forecasts that the Canadian 
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| 1abour force will increase in the order of 11% to 13% by 


2| 1955-66 an addition of 700,000 to 800,000 employees. 
3 "The report points out that a reduction of the un---_| 
4/ employment rate, running at present at around 32% of the 


s| aes force, would require that the economy must provide 
6] work for another 200,000 people from the ranks of the 

7| unemployed, as well as 70,000 at present engaged in 

8] Agriculture. heicasiealae tial cecnih sector must be able to 
Qi absorb around a million more men and women over the next 
10| five year period.” 

11 The most important of the Committee's recommendations 
12| for meeting the complex problems of unemployment and 

13| economic growth, are summarized as follows: 

14 "Monetary policy should be accompanied by a 

15] complementary fiscal policy designed to promote expansion 
16] in critical sectors of the economy and to remove dis- 

17|| couraging uncertainties. 

18 A comprehensive study and re-examination of machinery 
or monetary control and its place in formulation and 
xecution of economic policies is recommended. 

More specifically, the Senate Committee pI 
that taxation be modified to encourage increased expendi- 
tures on research, innovations and tet erie and a 
system of depreciation allowances instituted that would 
give a strong incentive for modernizing productive 
processes. In addition, manufacturing industries should 
be encouraged through tax relief to develop substantial 
increases in their exports." 


"In order to keep wage increase in line with increases 
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ANGUS, STONEHOUSE & CO. LYD. 
ba TORONTO. ONTARIO = 19- 
1| in productivity it is suggested that management and labour | 


|| co-operate in providing guidance for price and wage pcoli- 


3| cies in joint periodic assessments of the condition of 
4| the economy. " 
5 Experience since the Age of Solon, at least, and 


6| probably, if we had the statistics, for many centuries 

7; before that, indicates what a know ledge of human nature 

8| would lead us to expect, namely, that there is a steady 

gi tendency for the wage unit to rise over long periods of 
10| time and that it can be reduced only amidst the decay and 
4i1| dissolution of economic society. Thus apart altogether 
12| from progress and increasing population, a gradually in- 
13| creased stock of money has proved imperative. 

| LABOUR FORCE (1) 


15| (Annual Average and Percentage of Labour Force) 


16 1950 _# 1956 _@ 1958 ~ 1960 _% 
17 000 ''s 000 's 000 's 060 's 
18 || Employed : 7 
Agricultural . 1018 20 776 13 712 12 675 11 
19 ||Non-agricultural 3958 76 4809 84 4983 81 5280 82 
Total employed 4976 96 5585 97 5695 93 5955 93 
20 
Unemployed 186 4 LT 3 hae. J) Ba ee 
21||\Total Labour Force 5162 100 5752 100 6127 100 6503 100 
of which: 
22 Male 4050 78 4436 77 4634 76 4754 74 
| Female 1112 22 1346 23 1493 24 1649 26 
23 
We are recommending that employees and others paying 
24 : 


income tax be allowed to provide themselves through section 
79B of the Income Tax Act to provide a larger pension 
saving for future use by allowing the tax schedule to be 


raised to allow for a larger tax exemption saving into the 
28 


29| Keynes in his book - General Theory of Employment - Book 
VI page 340 
(1) Bank of Montreal - Business Review - August. 1961 
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registered pension saving plan. 


2| Taxpayers should be encouraged to set aside part of 


3| their earnings by deduction from taxable earning. We 


| 


4| recommend the rate be raised to 20 percent from 10 percent. 


| (1) In the taxation year for 1960 the Minister of 
| 
| ) 
6) Revenue reports pension contributions reported by corp- 
{| 


7| orations amounted to 172.4 millions, and in the private 


8] sector pension contribution amounted to $325,443,000.00, 
9) and both groups pension plans amounting to $498 ,843,000, 
al eras si Siete with the Income Tax Department for pensio 
il ee in 1960. 

12 We recommend that pension plans be portable so they 
eet follow an employee if job is changed. 


14| INVESTMENT RESERVES FOR ECONOMIC STABILIZATION - (2) 


J In Sweden, the government since 1938, has allowed 


16) corporations to set up tax free investment reserves for 


17|| economic stabilization. : 

18 This has attracted special attention from many 

19 countries abroad. 

20 First adopted on a provincial basis in 1938, the rules 


21|| governing these reserves have been steadily enlarged and 


22| expanded in the light of practical experience. The in- 

ms ea reserve provisions were designed to stimulate the 
24luse of private capital in the fight against recession, 
25|unemployment and economic stability. 

26 During the world recession of 1957-58, Sweden had an 


27 |Opportunity to put these reserves to the test. They 


29 3 1952 Taxation Statistics - page 159 
Section 4,7 - The Corporate Income Tax in Sweden. 
30 : 


eet Ar / 


rie Giste) 


: 4 i 
ie) P’ 
AV ae Pea ae a aaiioal: tein th ome rs 
ayy iH x vir aoe 
By ay ma? ' at a, a 7 Athy a rv 
hel nett * ‘ J by . oe ap» i ) r KAT , ,, vue lat ine 
whey wanes es. ae “ oF 4 et sis Hone a RoE eat 
en? att ete i ’ oe} Dew, Wile 
y* a A 7 " i Se ? ya DE, en ee 
am oe, thi? be! ; * aa? con ‘mie | 7 ai xs 
- prs mtpnestvesalnees Ler << bois mn te Hs, “hi ee in teh ft sila: ee et , is Tn an + 
A By seit oh mt “ Ton, et ef) mn ni baila Be te Cy 
: 4 : ym ‘. pai. it, ; Abbera : Ween TI \ 
7 ia) PP a a ‘taeeoes x pin doen pia a A sid ate way a 2 ned Wee £3. mk 44 mull ig. bb Anoeote ne a nm’? y G 
aint PAL al y ; lies, ity je { 44 
i clit WN : an wal Bi fit ; ¥ 
Bit Wii wiviel? Aoltas td Me, was. ‘tea vee a ly ah 1s} att ned i bait | Hog iat r fp aid ii 
i ] i os eine ini Ae reehinahiphewnts Sy rete | rede ETL nt Bb drs Oe A Pe Petvette a 
dp § ay ee ‘ ; Ale as oh hie ‘arp, is 
* a t , cee . = i}, ity 
Bret shine ark o's wae Pe vende AEs fn ty re Cee wee a Hier 
. > i heme! ful My H nf j Abt 
es a i a “ : i i WRT 
Rue a Secrets dan. vas ae iM) dg we 46 PREM) NT BS CT. GLa sim te 
NI pais Xi! te of! . i, 3 ‘ e. 
Ht? of a a ae id * o-_ { -* D , vi 
Rie 3 asm, see, ie. Rt on A A ‘Be in tina PE i 
} a Va > ; ’ > ; ‘ 4 i) 4 nT 
‘ee “Be iRincieahy” ‘Wiken sereers  theataoien) ca wr bed hata ar 
2 D te wee Arortingl det LB be oder Pot pA oot» Ths» on Bers re Ne punch tnt ooo 2a a ws WB A Beane LK ® i rt. 2 
* = 5 a BL ; ee ar Se 
ake gut fabio to itm att cl tweens snot tetnimnen py? wae 
“ee Sl teeielhiad A eee che sews sne)-suhda 4 9p aatrrone a Saealelete sod on sey wes taps baat sae apes, Wyre 1 A Sater 7) ee 
fe Mi : a ies re : A 4 iat eM eas , eeia th . 
’ Mn Notsatinnos ott Yo wbredt weitd ot eet mee ahels! Sain |b 
709, oh Or eee) scammed s ieee 2 ORS diols ela Tay 
a “tte 4 i? 6 % . . ; : 4 . % ie 
d + ds b pty | - + © de re eee ee a Dut aor 
tabiengeah nat ewndias a. ne ae Re SAG! GRRE Bi ae iy, 
hh . - + “ hme qj 
_ : mean | 1 
if Sou. URC MORES | him te 
Af 7 F { 
Pitt : : h ee ; 
S poddw Pavdes Jere? wit ao uekisws om wt. eter bet 
i " : Vat i} 
i ‘ = 1 4 _ * 
oe rey? WME egeke “he. secu iW m0 Oo dose eet. ovdenee bts 
1 ae! = ’ a y ‘ 
ly it ‘ i ' ein: : . j f fa i $ 
t ‘ sd 3 se - Ls ie ae « Mise iti “ - : me e oTr"y fe Mi o Pe +e, "q ‘ i. i A on ‘: . # Rp: 
; . #58 eo d o F | i v H 
“te ‘ a ( : ‘ ‘ Ate H io 
lew bus } ; i ; : : ) 5 ' a £4 
oe ee whee Ot Th ea sere i ee UAT Siew j ee DAS eee. 
We Me ots ‘ a Oe Wii 2) 
tii a ; cf . f =e f. : 
ic one uv 4° Yr y et 4 a a ta re Y “ » a es eat v ‘a i 
Mi A Mb? a ek i. ne 0 BE pO Paes) eA: AS 2c Rte yt! : ri 
Ly rant eae pris f ‘wer it" Mm) Vaart Nb, Od b teat Teg tint } 4 ni 
Hh is a, 3 , ie \ = és ok a ey 
7“ } a 4 } i bs oa a) i J 
Ve. ee com Rl ene ane ts exit ld may mats wee: J Certheen ae 
is . t 1 are A F {fs ei 
wer oO Rice welt eee a eh ete el | sien Lane. we eas ote. Pe ' 
Malet Fis, ¥ th ee Pep si i Sate sian raha | 
Fai aie Lae +} Lage | : Bits ; ) 
: P ‘ - 3 ‘ oe cb 
wine : ¢ i. » ee PO ryt Rs ict ST i ee 
, * H ; bib MG = \ t i ity 
" hie hy 7 ! . . ( / a 
f f St payee e hast F 
) ome mh Devas mi trae non Sifu cn Them way Pye 
i 1 ties 
- * 1 @ f 
a ath Ww beg a tast i b ag 08 Joa ia 42% wh HS. Pe BAAS 
an, 
ee ¥ Pek os: ns 
a f yi bit ih ase es 7" si 
Ret +: ra Raed am a tenet om 162 adie i seule at saad y 
BP ee . , etal 
ae i i i i 
J “w 
7 aly a int et : 


qe 


Li 


bial gos! i ts a a, li a ths Ay oe 


y : "PU; in hy 


Pia 


ikl } 4 ’ ' 
Oa ce 
hit ie 


ua! aie 
ie i 
ey 7 


not gutoatse “ ext rostod, ve prise Nord 


an joes Ye oar aot orianns. amsiunt ‘ae 


y 


Yo pl an 0 hig wea} 


iy 2 


‘ 


Neue r i 
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| ; 
2) vestment and maintaining Swedish employment in the face of | 
| } 
| declines elsewhere. 


Corporations reporting income from business are 


permitted to set aside, in their own discretion, up to 4 
per cent of their pre tax net business income as an 


investment reserve for economic stabilization. 


Amounts allocated to an investment reserve are 


and local taxes. In all instances 46% of the amount so 


11) allocated to an investment reserve must be deposited to 


| 
| 
| 
i the corporations account in the Bank of Sweden. Thus 54 


12 


{ 
t 
i 


13| per cent remains in the hands of the corporation as part 
| 


14| of its working capital, like a reserve for depreciation or | 
15) an inventory reserve. 

There is no ceiling on the total amount which a 

17|| reserve may reach or on the number of years in which an 
18|| allocation to the reserve may be made. In all sases, 


| 
19| whether an allocation to a reserve shall be made, and *~ 


i amount of such an allocation, is in the discretion 


21; corporation; no government permission is required. 
22) Control over the use of the reserve in such as to 


23|| obtain the maximum tax benefit is in the hands of the 


94) sovernment, however, 

| For the most part, this control is vested in the 
mh eae Market Board, the government agency charged with. 
| primary responsibility for employment matters. 

28 The Labor Market Board may authorize a corperation to 


29] use all or part of its investment reserve for one of “she 
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registered pension saving plan. 

Taxpayers should be encouraged to set aside part of 
their earnings by deduction from taxable earning. We 
recommend the rate be raised to 20 percent from 10 percent. 


(1) In the taxation year for 1960 the Minister of 


| Revenue reports pension contributions reported by corp- 
'orations amounted to 172.4 millions, and in the private 


| sector pension contribution amounted to $325,443,000.00, 


and both groups pension plans amounting to $498,843,000, 


' funds registered with the Income Tax Department for pensio 


plans in 1960. 
We recommend that pension plans be portable so they 


will follow an employee if job is changed. 


INVESTMENT RESERVES FOR ECONOMIC STABILIZATION - (2) 


In Sweden, the government since 1938, has allowed 


corporations t3 set up tax free investment reserves for 


economic stabilization. 


This has attracted special attention from many 
countries abroad. 

First adopted on a provincial basis in 1938, the rules 
governing these reserves have been steadily enlarged and 
expanded in the light of practical experience. The in- 
vestment reserve provisions were designed to stimulate the 
use of private capital in the fight against recession, 
unemployment and economic stability. 


During the world recession of 1957-58, Sweden had an 


27 |Opportunity to put these reserves to the test. They 


29 13} 1962 Taxation Statistics - page 159 


Section 4.7 - The Corporate Income Tax in Sweden. 
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1| proved of significant benefit in stimulating private in- 


i 
2| vestment and maintaining Swedish employment in the face of 


iT 
f 


3} declines elsewhere. 


4, Corporations reporting income from business are 
5| permitted to set aside, in their own discretion, up to 40 


| 
i 
| 
| 
| 
| 
| 


6 


pis cent of their pre tax net business income as an 
t 
| 


7| investment reserve for economic stabilization. 


{ & 
8 | Amounts allocated to an investment reserve are 


9 deduct tole from income for purposes of both the national 


| 
10/ and local taxes. In all instances 46% of the amount so 
iH 


11| allocated to_an investment reserve must be deposited to 


mere corporations account in the Bank of Sweden. Thus 54 
\ 


13! per cent Memains in the hands of the corporation as part 
| 


14 
| 


15; an inventory reserve. 


16 There is no ceiling on the total amount which a 


} 
{ 
i 
I 


} 


17) reserve may reach or on the number of years in which an 


i 
es rece to the reserve may be made. In all cases, 


2 liiniaieiaias an allocation to a reserve shall be made, and the 


i 
20 | amount of such an allocatign, is in the discretion of the 
i 


Dod 


21; corporation; no government permission ig required. 


Control over the use of the reserve in such 2s to 


(obtain the maximum tax benefit is in the hands of the 


22) 
23 


| 


24| government, however, 


25 For the most part, this control is vested in the 


| 

| 

| 

ma, Labor Market Board, the government agency charged with 
| 


27; primary responsibility for employment matters. 
28 The Labor Market Board may authorize a corporation to 


ap aiuee all or part of its investment reserve for one of the 


ce 


(of its working capital, like a reserve for depreciation or 
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purposes allowed by the governing law whenever, in the 
Board's opinion, the country -onomic and employment 
situation so warrants. 


Under the law, the Board may even direct a corporation 


to use all or part of its investment reserve for one of 


those purcoses, although in fact no such direction has 
been issued 

The povooses for which an investment reserve may be 
used include construction of buildings, the gequisition 
of new macninery and equipment, the purchase of inventory, 


and the development of mineral deposits. 

When an investment reserve is used for one of these 
purposes with the permission of the appropriate government 
agency, the amount so used is not restored to taxable 


income. However, to the extent an asset or an expense has 


been so charged to an investment reserve, it is not also 


subject to depreciation or deduction. Since the amount i 


Eo RECT Ike 


the reserve has already been deducted from taxable income, 
double deductions are thereby avoided. 

As an inducement to the use of investment reserves, 
however, there is an exception to this rule against 
double deductions. A corporation using an investment 
reserve with the permission of the Labor Market Board 


receives a special additional “investment deduction"; it 


may deduct from taxable income 10 per cent of the amount 


is used without permission of the Labor Market Board, the 
amount involved, plus a penalty sum equal to 10 per cent 


| 
of the reserve so used. If on the other hand, a reserve 
of that amount must be added to taxable income. 
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ly wit 


al 


bs 


the oer- 


fter five years from the time of an ailocation to an 


investment reserve, the corporation may withdraw up to 


a 


30 per cent of that amount from th 


reserve, 


without 


government permission, for one of the uses authorized by 


the governing law. This 30 per cent amount, 


for use without zovernment permission, 


ig known as the "free sector”. 


available 


after five years, 


Both industry and the government appear agreed that 


during the world recession 1957-58 that the investment 


reserve provisions were successful, during the recession 


period and are serving a most useful purpose, 


TABLE #8 


SALES TAX, EXCISE DUTY AND EXCISE TAX COCLLEC 


; TICNS * YEARS 


S$ 


MILLIONS OF DOLLARS} 


Excise Duty & 
Excise Tax 


Sales Tax 1 All Products 


1955 os awe 764 540 
1956.2 5. 765 B45 
Rel 2 eee $53 546 
TOO Hc 863 602 
196 be ws 856 619 


We are suggesting that excise duty 


on cigarettes, cigars and tobaccos be 


cent from oresent tax schedules immedi 
There appears no justification wha 


unreasonably nhizh tax. "Fhe power to 


1/ Includes Old Age Security Tax 
* Domestic Products only. 
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1} to destroy" said Chief Justice Marshall of the Supreme 
2| Court of the U.S.A. | 
3 In 1961 excise duty and excise tax collections from 
4] tobacco products amounted to 342 million dollars and the 
5) total excise taxes from all commodities, together with 
6 sales taxes $1,475 million. (See chart #8.) 

| Tobacco growing farmers in Canada are becoming a 


gi major group. 


9 D.B.S, Canada Year Book - page 430 gives the following): 
10) Data Acres Total Production Gross Farm Value 
11) 1956 127,722 161,940,000 lbs. $72 , 059,000.00 
1957 136,787 164,865,000 78, 589,000.00 
12| 1958 134,126 197,392,000 89 ,603,000.00 
1959 128,133 169,904,000 90, 403,000.00 
13 1960 135,962 214, 167,000 114,699,000.00 
14 During the past years smoking habits of Canadians 


15 have changed. In 1922 the per capita consumption of 
16] cigarettes was 229; by 1959 the annual per capita con- 
17|| sumption had increased to 1,739; in 1960 eeette 
18] consumption amounted to 1,925 per annum. 
19 Printed reports from time to time endeavour to show 
smoking as a health hazard. The reports re health or any 
other reports published should have no bearing on taxing 
facts. 
We state again excise duty and excise tax on cohabea 
products should be reduced immediately. 
COMBINED EFFECT OF EXCISE TAXES AND EXCISE DUTIES ON 
TOBACCO PRODUCTS | 
Bringing together the taxes imposed on tobacco 
products under the Excise Tax Act and the duties imposed 


under the Excise Act gives the following total taxes:- 
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1] Cigarettes........ $9.00 per thousand {or 18 cents per Mes 
of 20 cigarettes) plus the Li-p.c./ 
2 sales tax on the manufacturer's 
Sale price. 
3 
| Manufactured 
4 tobacco........ $1.15 per lb. plus the ll-p.c. sales 
| | tax on the manufacturer's sale 
5 price. | 
| 
6 Cigars........... $2.00 per thousand plus the 15-p.c. | 
special excise tax and the ll-p.c.} 
7 sales tax on the manufacturer's | 
sale price. | 
3 
GROSS NATIONAL PRODUCT | | 
9 
MILLIONS OF DOLLARS 
10 | 
SQAG ojo uss wx Wate ee alge le ekg We, oe 
+f) US. . cae Soe. ss 1A. ‘ 11,835 
TOUT oS ik Mads @ « Doe ees 13,165 
ev} (1990....408. 206... Gane 4 es 16, 343 
BOG1.. « AWea dade «+ Sew = 21,170 
£31 (2980 2c ee 6 25,020 
BS slo OE Per, rain i gaa deans 27,070 
14 LSS Daria arate 6. eseeccere 31,909 ay 
SDI 2 ic, 6 awake eate 6s wien in een 34,857 | 
£51 21960 ccemeud.. 2a- i9e2.@ 36,000 
| LOG oe iis eee aes 36,800 — 
164 -WOGAotto5- werent ane ae Pe 40,100 
SS oe a Apa ee ee ace 51,178 Estimated | 
17 
LABOUR INCOME 
18 
WOR tad nace else wee Spree 
96) 1949zbnedd. receote. Teck. 6,154 i 
SORE oe awl bine oe a iaer 6,482 | 
901 (SAG aw, ae. a Seelhh. daeantg, e115 
DEV ie win ae ecelete eels mie aap | 10.304 
oF} olGSS. supesta. Sahl eat oa. 12,419 8 | 
Py i oan at haa elee 13,609 
ink SUN Ee oad 2 WO 6 8D | 
TONS craw ctr ats vanes 17,823 
og) 196s. shcts. aence epeies 19,068 | 
ORGS a eee ewins.ce pata ae 20,359 
ah p19GTiuse. sec ld. Bass pie ee 24,769 Estimated | 
25 
26 
27 
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1943 @eeseoseeeeas 3 

1°45 eesesoaescees ie S73 
1947 eecvsescecoce 6 | 
1SL9 eeeneeeoeeens 8,531 | 
1951 eeeseeeoeese® 10,693 i 

1953 eeoacenseoee 12,128 

1955 @see00e6e860- 13,111 

1957 e@cseeerecoeee 14,826 

1°59 eeceosseoreeee@ 16,283 

1660 eeesseeaseee 16,502 

1S61 eeeseseoeeees 16,663 

1962 eaeeste02 08 @ ive Se 

LOG? wccesscccene 01,459 Estimated. 


TABLE 
Gross National Product 1943 - 1962 and estimated in 1967 
Labour Income 1943 - 1962 and estimated in 1967 
Retail Sales 1943 - 1962 and estimated in 1967 
Millions of Dollars f . 
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SUMMARY 


In this fast changing world in which we live and 
compete for our living every economic device that may be 
used, should be given very careful study. 


Adam Smith in his book Walth of Nations wrote, "A 


man must always live by his work, and wages must at least | 


be sufficient to maintain him. They must upon most 
occasions be somewhat more; otherwise it would be 
impossible for him to bring up a family, and i race of 
such workmen could not last beyond the first generation.” 
He stated fruther, "When in any country the demand for 
those who live by wages, labourers, journeymen, servants 
of every kind, is continually increasing, when every year 
furnishes employment for a greater number than had been 
employed the year before, the workmen have no ene to 
combine in order to raise their wages." 

We recommend that taxpayers, in earning years be 
allowed to set aside a larger share of their taxable 
earnings by saving from tax deduction. Professor Hayek 
in his "Book Maintainance of Capital” page 1935 has 
suggested that an individual owner of capital goods might 
aim at keeping the income he derives from his possessions 
constant, so that he would net feel himself free to oie 
his income on consumption until he had set aside suffici- 
ent to offset any tendency of his investment income tc 
decline for whatever reason. 

Henry C. Adams in his book - "A Good Revenue System” 
wrote (1) "It must be adequate to the just wants of the 


state" (2) "It must present itself as a system and not 
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an aggregation of independent and unrelated acts” (3) "It 
should provide for elasticity of the revenue at the point 
where elasticity is needed; that is, the revenue must be 
capable of increase and decrease whenever and wherever 
it is needed," 

Professor H. M. Groves, University ie i heicet a in 
his book “Postwar Taxation and Economic Progres" page 
14 writes, "The economic system in its normal operation 
should geherate PES a Me and incentives for enter- 
prise." (2) "A system of bounties and penalties, politi- 
cally chosen and imposed, is too liable to perversion 
which can seriously impede the proper functioning of the 
economy." (3) "It is extremely doubtful, to say the least 
that business confidence can be fostered by “taxing 
diffidence". (4) "Subsidies for some business are likely 
to be at the expense of other business - a process result- 
ing in much cit ee and no net gain in initiative. " 

Professor Groves (page 15) states "Morale is a large 
factor in business motivation, and morale is supported 
by a sense of fair play and stability in government 
business relations. Shifting taxes from one group to 
another often seems to be a clear gain for the first and 
a clear loss for the second group.” "Good will among the 
various groups in society is necessary to the effective 
functioning of economic organization." 

We believe in the preceding statement of Prof. 
Groves with respect to the taxing procedure that should 
be uniformly adopted against all business, be they 


private, corporation, co-operatives or crown corporation. 
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Frances Hutcheson (1694~-1746) followed the teachings | 


| 
| i 
| 
| 
| 


2| of Aristotle believing that private ownership of the | 

| { 
3| fruits of labor was an incentive, and that mankind as a 
4] whole would enjoy greater happiness. 


5 Thomas Aquinas believed in the principle that by 
6| guaranteeing to a man the fruits of his labor, he would 


7| be more industrious and conscientious. (1) 


co 


John Stuart Mill believed ‘Wages depended upon 


| 
| 
| 
9| relationship which existed between the supply of 
10| population and the capital available to employ workers." 
Nassau Senior (3) he believed that land and labor 


were the primary factors in production, but unless tools 


(2) 


| 

| 
14] were used to productive capacity of a people remained | 
15|| on a low level. | 
16 In order to provide tools it was necessary to abstain! 
17 from present consumption (high taxes) in favor of using | 
18) the resources available to produce more commodities. | 
19 Capital was wealth produced by labor to be used in | 


20|| the production of more wealth. 
In motivating human action and labour, Adam Smith 


= emphasized the force of vanity. He said, "Men strive for 


more than they need and for more than brings satisfaction." 
24 We have quoted the above “economists of repute” to 
25 | show that men and women will "when given incentive” 


26 | produce more and in a satisfied economic climate. { 


28|| (1) Basic Teachings of the Great Economists page 66 
(2) Basic Teachings of the Great Economists page 76 
29) (3). Basic Teachings of the Great Economists page 89-90 
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1 We have put forward argument showing the independant 
2|| taxpayers, according to the statistics and tables 
3] attached, are paying a larger share of the income tax 


> 


4] dollar than other factions in the economy. 


5 Tax paying groups by income according to Table #3 
6| from 
$1,000 to $ 3,099 numbering 1,626,562 taxable 3,488.3 Millions 
taxpayers ; income fe) 
3,099 to 4,999 i 1,707,598 : 6,784.4 Dollars 
4,999 to 9,999 s 868,417 =" 5,402.8 ‘ 
9,999 to 199,999 : 187,189 . * 2,902.6 * 
TOTALS 4,389,766 18,578 .2 


From the table shown above it is readily note 
the third group is paying much the higher tax by reason 
of the large amount of revenue, and the per centage of 
the grand total this group contributes is 7.39% - 5.83% 

- 7.81% - 4.89% and 3.16% of the total. 

Our recommendation to reduce income tax sched- 
ules 73% first year, 15% second year and 224% third year 
would from the groupings above would benefit all the 
4,389,766 taxpayers in 1963 and would substantially in- 
crease semcinndine Gomer, i.e., consumer goods and savings 
and the lower income tax returns to the government would 
flow back into government channels through increased 
Excise Taxes, more employment, lower costs to consumers, 
higher exports and higher standard of living. 

We further commend our proposal to exempt from 
income tax for one full year all couples marrying in 
Canada. 

This will have most beneficial effect to ‘in 


young couples commencing home building, and particularly 
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1| to the young couples marrying in their final years at 


2) University. 


’ 
Sn 


3 We also recommend the proposal to your commission, 


4) allowing for a greater allowance into Registered tax 


5 saving plans, that will allow for larger pension plans, 
| 
6, and will ultimately allow for earlier retirement from | 


7| the work force. 
8 We recommend that your commission take a hard 22.8 
9] at our proposal, patterned after the Swedish Income Tax, | 
10| in which investment reserves for Economic Stabilization 
ji are allowed. This plan if implemented would give business | 
12 an incentive to save and set up reserves during prosperous 
13|| periods and give men and women employment during recessions). 
| It will have a strong tendency to keep our economy level | 
ier i recessions and pin eure. | 
16 We have suggested that some co-operation should : 
; considered by Provincial governments and the National | 
| 
18 government relative to the imposition of direct consumer | 
19] Sales taxes. | | 
20 The end results on taxing would appear that con- i 
21); Sumers in each province ean pay to the taxing authority | 
22|| almost level taxes. 
| However, the problem remains where one province | 


| 
24| imposes a sales tax on its consumers and the Provincial 


25; government in the adjoining province does not impose a | 
| 


26|| Sales tax, the consumers along the borders are penalized 


27|| by tax and efforts are then made to secure merchandise 
28 | tax free. 
29 We would suggest the Provinces and Federal Govern 


ment together agree to a uniform taxing basis for the 
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1} collection amounts necessary for the direct taxes now 
2ii collected and take the place of revenues now received. 
3 The recommendations we have made are to avoid -—1 


4| recommendations that attempt to move progress by moving 


tax burdens from one group to another, and we have attempte 


(71) 


to bring forward recommendations that will be to the ad- 


f,) 


7| vantage of all groups and all Canadians. 


8 Forming a tax policy that is favorable to economic 
9| progress has many complications and conflicts. 

10 However, any policy that will give Canada high 

11/) employment and higher standards of living should be the 

12 goal of all Canadians. | 


13 
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rresentation to Royal Commission on Taxation: 


| 
Regina, Sask. August 23rd, 1953. By Kenneth C. Pattison. 
It is the purpose of this brief to deal only 
with the structure of land and property assessment and 
vaxation as it affects farms and small urban centers. 
In an article by Richard Cobb in the January 


1953 issue of the Country Guide, Dr. Meyer Brownstone, 


& 


Desuty Minister of Municipal Affairs in Saskatchewan is 
quoted as follows; ‘There needs to be wholesale reform 
of land assessment, both rural and urban. The basic 
aoproach to land productivity, essentially wheat, is no 
longer appropriate. An attempt should be made to organ- 
ize assessment regionally on the basis of land use; not 
by quarter sections but by treating the farm as a whole. 
This would entail virtually a yearly check on each farm, 
rather than at the present ten year intevwals. 
“ie would aim to make the tax rate progressive, which 
would mean it would not be the same for the small unit 
as for the larger one, not according to mili rate but on 
assessment. At the same time grants to municipalities 
would follow the principals of equalization.” 

This is one approach. Another is the proposal 
made oy Saskatchewan MLA Alec Cameron by which the mill 
rate for school purposes would be equalized over the 
province at say 30 to 35 mille. 

Still another is the proposal by the Saskatchewa 
Prozressive Conservative party to eliminate municipal 
¢cnool taxes entirely, the Provincial Government assuming 


the entire cost of elementery and High school education. 
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These three approaches to the problem are of 
in that they more or less indicate the trend of 


nd the two 
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of these proposals are vague 


- sae wita the idea of getting more information on 
subsecs that a study of taxation and assessment at 
t ‘cal level was made, 
This brief is a result of the study, as are the 
eonclusions outlined. 
The basic principals of assessment in Saskatcne- 


wan are contained in two manuals, “The Saskatchewan Rural 
"Saskatchewan Urban 


Assessment Manual". It is obvious that in the scope of 


indicative of the suitibility of that particular soil 

for grain production, particularly wheat. All soils 
the arable portions of the province have been mapped 

a numerical index rating. This 


by takings 


into account three factors, 
a. character of the soil orofile (texture, structure 
Modifying factors 


Tooography. 


salinity. degree of stoniness and tendency 


In order to correlate this rating witn land 
value, an economic survey was made in the Regina Plains 


area. Taking a twenty year average of yields and prices, 


| 
: 


eetm are Vereen enrenrnien mene eee wet cher nena aren ef me eel en ah RA mae A te eee 


Peg uighn 
ne ai 

miOA ath sists , 
Silage “e be ve, Abe a Mitr 


oof oe ‘eagenng enon 


Pern 


AFA o © oh f 


Beith 
Y Th 
: ih 


ant wh 


ast ie ‘abit eS ‘e 


‘ Me ¥ 
me y ut r A a. ; i ‘ a y 4 \ , bi “ By ‘i ‘ : 
if Aw- q H ¥i rf , A Ls ' i 4 £ 
ae bial simaei Py ow ae. Ra a i May) RR mibieR “QV Si kui 
oi ar | ; $ ‘ : I , ' t aot a 
Sipe i ; se TUAPPOHD hel g MMeeed malt fy ‘s Ls Mer hy ; a i ee at 
yal nbead ae beiiad Seliantlino Di eens Ub. Bink ane mee ie 
a a > “ Pe ek i oe ; oe ef Fs WAWhant. He Te » ae) i fi et the i 
> Ge at "oP+ , Wi li We j “yay 1K; 5 ai ‘ elk 1 
mine es dregeana dies nth et ae BOR aa eee nae cd ae ey (On OF raat 
ii ei i } . i att a : ; Oh a aie i, 
a] Th de il r J i Pe ie Fi j si : 6 BOK: Cede Pali | mt apy ue 
ih v: eee Lite isi base cites stints Pay iT: ea i BM I Ta a 
3 Witte AT ATi de eink eS elests relate, ig HOTA pl ae 
TN Sue \ She kate be es hidtdbaaer at hae : Bih} fiber aaa 
ott ie sity fers & * i ant 4 “ e ‘ 4 aren fl ; ith : 
: se oe Er a 7g 9% Ret Ee at ‘@ Hi fiano o SA: GDS ee A ial tert 
i beyeil) et ee Zab SL eda mea Nia Pe brite Stel dined 
if | ; ’ ) ‘ f as ? bas iti OF ia sae | a f: : iw 4 it ' Y 
| wens intl A ated IS ree 
ENA ny ; i RM se! at ' 1s 
sands ty gid x " 8 fi! ‘abe yn of many _ Me ay igh e be . i , i i f 7 ic 
i ghimeres 9 ClST IGG ay ie) y 
: hs r ae we *e ae . he 4 vas aane r ‘ : 7 al cat iz J b ; Dy, { ius 
oe ia San) VIM a ee ise ya ME hh ae Se La Vy ; 
? yi { 1 
oi Sy : ar eel ald Os et ee i fy he th ur 
x he rere Set Rint, C2 whi dee Ce ie es ae) a ee 
id Hi, My Y 1 4) 1 ff ; Dit Ao Ait 7 
Fr: \ ahh Pe rh aes eh 
a a | nettaeinaence reiaatone wale lt i hehe ent. ee 
a co pat & . itl aa # (a: ie Ve) A" ke : { ¥ tris re ng Hectltas 
: En me east idad ae CS ey Sem: MT tele ant: cy Bie ett vie 
ya ve : ( f 1 ‘ 
i . eek % , iy <4 ; i 
g) & ets fives i" A (hy. Pad i 
7 


; Otte ih: Be Re Ue ee mie Oey UY a, 
” «Pile b i M% wis Se sh ae wy yA / 


a oe We zeke Sera ae MH Ave Obh eee nucle 


¥ ah rig ; ER P “ PLS eee oe aa 
Ciena bids wi tes “0 f > with hale et RRL OS 8 hes ih Ts) by) Bee it nN + , me ‘ : 
re my " we Cate tery evan aa Ne beat hA Ary vant ie re aA he 
an ae OmRlt |) kipeeuete | way: Pe ae Lae ea | ee 
j j s r F [ 
Hi fe ‘ Pa os r e : id Gilt . as i aer. = ari ; rs : : han ‘y 
abe ‘ ? my ‘ rit Hi thie } I Te eg Spo mah ; 
Ode Beguel me Sie: ee ee tines sti, Ss Sorcrtwe'h. 4 mod pee: 
j > y + ce : y ge 7 4 + 
mhuer yc ‘7, eet ae is ay gta i a hea: 
or n La aa ‘* , ¥ , i ; 4 " ap i. 2 > ' * - ' » i 
Bats —abhew ‘Lea Stabs na oan Msbeles> fel stl hs 
7 “anti 4 ( 4 | y ‘ Ff ' \ 
; adit Tea Bear“ y ee Pe NE? Sy x 
na ax veniwotts! ain Tr ae we a hee Pe ote eee | 


ee od 


o Wa ton ami We aetawr mitt “at . on Sy dats chien chabetd 


es Phetta’ tin sobemisasen’ peat ote ate, 
ray j " Ay ma 
j ott i ali : 
acs mori wet re oy: witli a Mine: peind arabs a rie te 
7 ’ ‘vy ct ( 
k Mi 


: SH ant Ae anita ery nes wes fie! sane reed ‘de une, ‘ 


se wl et teed aa, we. nastt ers “abgage 4 ‘he i ‘ mata 
Pe ri 4 Ky ipsa i iy, aN P ’ fia 
oh 4 fone wake _ ogee Me ee UF alate 
TC: he \(iagt bop!) 
: vt ee ny i} : * i An “er ue i 


i Ma Pi , eee 


rh) : 
he ao ‘ ' 17 
ph 7 ne ' [ ih Ril ny 


ANGUS. STONENMOUSE @& CO. LTD. 
TORONTO. ONTARIO 5 


and working out expenses and income for typical farm 
manazement, they determined the net annual income of a 
etion of Regina Heavy Clay (RHvC). This capitalized 
at 5% resulted in a value of $32.00 per acre for th 
land. This established a relationship between the index 
and land value. By dividing the index for RHvC which is 
82, into the value, $32.00 per acre, a constant of .39 


per point of index was established. This basic log 


acolied to any soil index in Saskatchewan gives a compara- 


tive value of the soil in question which will bear a 
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ip to the $32.00 per acre for the RHvc 


.As certain economic factors enter the picture, 
such as freight rates and machinery and fuel prices these 
by adjusting the soil index for the 


actors concerned in the ares under consa@ieration. 


oy actual inspection. Acreage under cultivation, topo- 
eraphy and other features are checked. Discounts for 
natural features as draws, ravines and slougm® etc. and 


artificial features such as roads, railroads, drainage 


ditches etc. are made, as well as allowance for variations 


not considered natural for the rating of the soil. Dis- 
counts for topography, stoniness, erosion, alkali, gravel 
ete. are determined and a discount for distance fs 
, at the rate of 1% ver mile after the first 12 


miles, and slightly less than 1% after that, is made 


All this ts recorded on a field sheet tri & Cho at 
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municipal office at the University of Saskatchewan and 


the Assessment Branch Offic 


it) 


in Regina. 
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We heve gone into this detail of method of Rural 
land assessment in order that comparison can be meade 


with alternate forms of rural land assessment. In a 


was made of various means of sessessment for texetion 


purposes. It was indicated thet in some arees taxes were 


eh) 


levied on machinery and livestock and had the effect of 


preventing excansion of farm unite into more economic 


land assessment is that it is based on the or 
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capacity of the land for growing grain, particularly 


wheat. This may be true and it is also true that wheat 
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is still the greatest factor in western economy. If you 


doubt this just pick up any western paper and read the 
headlines. With specialization on the increase it is 


quite true that there are times when the assessment does 


not take into consideration income produced from milk, 


beef cattle and other forms of svecialization. 

I would point out however that at present 
Western agriculture is in a fluid and transitional state, 
especially in the parkland area with its higher yields 
and greater rainfall. It is this area where the so-called 
family farm has predominated and it would be this type of 
farm which would be hardest hit if methods of assessment 
were altered, especially if, as suggested in some quarters 
Tarm buildings were assessed and taxed. 

in the municipal field it would apvear that the 
present method of assessment and taxatiog is working 
rly well. You get what you pay for in the shape of 
municipal services and the basis of assessment is rela- 
tively stable, and important factor in budgeting. The 
exoeriences of other parts of Canada where other methods 
using buildings, livestock and machinery as tne basis of 
assessment is not such that it would suggest this type of 
assessment would solve anything. 

There seems to be considerable confusion regard- 
ing mill-rate and assessment. If we would just realize 
that the terms themselves are meaningless sles ea 
correlatively. We get one dollar in taxes when we have a 
mill rate of 1 mill on an assessment of $1000. or 5 mills 


on an assessment of S200. or 1000 mills on an assessment 
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OV 


of $1.00, 

This simple fact of inverse ratio is often over- 
looked, and is the method by which we can equalize the 
amount of tax dollars resulting from two different basis 
of assessments. 

URBAN assessment is necessarily based on a 
different approach to values and is vastly more compli- 
cated than rural land assessment. It provides an 


equitable form of assessment in its field and if we 


realize that it is different and based on different values 


than rural assessment it can be equalized as far as tax 
revenue is concerned by adjusting the mill rate, as 
noted above. 

Now when we have an area wholly within either 
a urban or rural municipality we have no problem of 
equity. We need so much money and adjust the mill rate 
to give the required amount on the available assessment. 
It is when we have to set a mill rate on assessments 
based on different values that we run into etnies, 

This orings us to the question of education cost 
and School taxes. 

It is obvious that municipal taxes can be 
controlied to some extent by curtailing or expanding 
public works, but costs of education are fixed and tend 
to increase due to salary increments. 

We do not propose to deal with this subject 
except to discuss difficulties arising from different 
assessment values. 


Where a school district is wholly within either 
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an urban or rural municipality this difficulty does not 
exist. It is where a school district is divided between 
an urban and rural area that we run into trouble. 
Attached is a schedule of mill rates for school districts 
outside the larger units. You Gers eee the differential 
between urban and rural millrates for the same school 
4istrict run all the way from 13} mills to 1 mill. 
Incidentally the same differentials exist in 
larger school units established. The trouble stems from 
the fact we have two assessments using different values 


© a basis of assessment. Many school boards feel a 


ie¥) 


differential of two mills is adequate but it results in 
grave inequities in taxation. 

For instance in the Balcarres area much of the 
land is assessed at $4000. per quarter section. This 
méans that with a rural mill rate of 35 mills a farmer 


having a half section of land would pay $280. in school 


taxes alone. If he has 300 acres under cultivation, 


which is about the maximum, he can sell 2400 bushels of 


wheat on a 7 bushel quota, including the unit of 300 


It is obvious that no business in the town with 
a comparable income would pay this amount. 

Until we base our mill rate on the actual dollar 
required can we arrive at anything resembling equity. 

This can be done by breaking down the tax 
Structure where we have two different levels of assess- 


ment into dollars required and adjusting the mill rate so 


iW a i, 
ms 7 
a) i ana. en i “ ia ar th i an e Mo ple < sits i 
(ve _ . i I on WwW a2 
¢ Ab A Nera raat & 2 » a ' , 


a i fr hp Me 7 
ame Ae Sa 


ay, His | ‘ PA di Bind He * th : 
va WR yy hi - 


3 ic 


ae hee Nip eit sates ideal went mp 7 
vs ‘coe ‘eeElee owee Ifase ‘ae whee yee MAG 
3008 OO8L? to Lhivet inom »- 2ES$ 08.0259 wt no tone | 

haat ancy S022 Se eT wel | Ue, Tig | 


| Srasiness ¢ OSOBE of 00034 mort Son cg Featenteg foecow py 
eiduaad iio's's semis saotnered wanting aa SOOKE oF . Quads iki 
‘ee 20 ee teen \etusdesa aa enete ‘“ aaa nga oe fut 

ae hexeoans aed Bho memaCKg food vor btn “ad ode ter 
at hive (arrevment ot pty pater std antam 8 ry Rr. i 
Aisdidaeeadiealaal THEM: Soresqory fo er a a 


pateocm » OEE of BEE te dl dust we bins: saat Snot 


- 


] 


a 
hi 
4:8 “tiem Gt wh Dremst watt). Yhetg lz 2 ltoaletordiga 4g:\tos S230 


| neatigoam Via0 ‘3 si Sie eshgied. . aie) esta ys? SLT As pe 


cae Yul saRetReeeeth Samos ses 


Nims ‘i ieed ace ae TaOT @ LOCOEH e8 OO rigat exteoke Tee 


4! 1) s a r ‘i A Ae a apes ai i} ‘ ‘i , f be, 
: aii BS ; 7 a> a 
Ret o P a th i Ta Me! eee 


Per. 6) Rhpacbet aqeae Lobtdasune te ednce HOY Bond gen Lae 


11 


12 


ANGUS. STOMEMOUSE @ CO. LTD. 
TORONTO, CNTARID 8 


a. 


all the tampering with assessments in the world is not 


going to change this basic principle. 

There is one other probiem in education costs. 
In the course of the study it became quite clear that 
there is one segment of the economy which is definitely 
not paying its share cf the costs of education. These 
are the professional and semi-professional classes who 
ironically have the largest income. Granted that they 
pay heavy income tax, but so does anyone else who BAS an 
equal income. Under our present set-up income taxes aré 
not used for costs of education, except indirectly. 

Thirty years ago smail town salary schedules 
were on the $150. to $250. a month level, or $18C00.-$3000. 
per year. Now it is not uncommon to find professional 
income from $7000. to $15000. a year in small towns. A 
school principal can get from $6000. to $8000.; teachers 
$4000. to $6000. Other salary brackets range from $4000. 
to $6000. yearly. If they own property, and many do not, 
the tax paid for school purposes on a house assessed at 
$3000. at 27 mills (the ecvrrent rate in Lemberg) would be 
$51. The only way a non property owner can pay taxes is 
through rent and a house renting at $30 to $50 a month 
Will not be assessed too highly. One boarding out would 


contribute still less. Compare this to a half section 


assessed at around $7000. with a mill rate of 25 mills 


which pays $175.00 and an income based (in grain farming) 


oo 


on around 2400 bushels of wheat sold. 


There would appear to be one logical solution to 


the problems discussed. 
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It would be to make a special levy on income for 


costs of education. 

This could be a percentage added to present tax 
levels, It would fulfill the “abtlity to pay" require- 
ment. It would automatically take care of the segment of 
economy who under present conditions contribute little 
nothing to costs of education. 

In the field of rural taxation it would avoid 


si - 


crippling taxation on expanding operations until they 


an to pay off. It would avoid the army of assessors 


2s¢3 in Dr. Meyer Brownstone's proposal. In fact 


12| the only criticism I have heard was a comment that it was 
i 
i 

43| «too simple’. 
it 

4 It is obvious that we have reached the limit in 
| 

15 | nrocerty taxation. While giving a stable base for revenue 
\ 
ers ON etic 

16 | iG i6 toflexiple. 
| 

7 In rural taxation rezardless of whether you 

18) hervest one bushel or five thousand your taxes remain the 

¥ 

| 

19 | same. With the increase in land taxes over the past 30 


20! years it has come to the point where a farmer facing the 


two successive crops is in most cases*out of 


I would suggest in conclusion that before 


Dping the assessment methods we now have that we take 
a very long close look at the alternatives suggested. 
We have seen in recent years that proposals which looked 


wonde 


Ky 


ful on paper had side effects never envisaged and 
proved inoperable in practice. 


i do not exnect that the suggestions embodied 
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1} will solve all the problems we are beset with but at 
2 least they are simple and can be administered with 


| 
5 existing organizational set-ups. 
i} 
| 
| 
| 


4! The problem is simplified now that the Provinces 
H 

5| are back in the income tax field. The additional revenue 

6 collected would enable property taxes to be reduced to «a 


7| more realistic level. 


9) Lemberg, Sask. 


10} July 15th, 1663 Kenneth ©, Pavtigon. 
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| 
1| ment to which he ordinarily revorts for work was located”. 


2\wepster's Dictionary defines the word “ordinarily” as 


3 


' 
i} 


“usually, generally, as a rule’. The elevator construc- 


i 


4) tion and repair workers may work one day at Buffalo Gap, 


> 


the next day at Big Beaver, the next four days at Yellow 


6 


Grass and the next two weeks at Svring Valley. In fact, 

) Pavia completed one day's work at Big Beaver they may 

8) not return to that place in the next two or three years. 

9| Nevertheless, the Department maintains that Big Beaver is 
WOithe establishment to which these workers report for work, 
11j"usually” or "generally" or “as a rule". A fact that, on 
12ithe face of it, is not correct. 

13 The Devartment has also ruled that the non- 
14/allowance re. claim for meals that applies to the construc- 
IS|tion and repair workers does not apply to their foreman. 
16|Therefore we have a rather veculiar and almost peer sit- 
Fist to. A foreman and one of his workers living next 

18 door to each other may be sent by the Company to repair 
19an elevator one hundred miles away. While on this assign- 
20 ment, the foreman's expenditures for meals are deductible 
21 leron his taxable income while his helper, working ee 

22 'the same circumstances but for a lower income, has no 


a orivilege. Both employees ordinarily report to the 


Respectfully submitted on behalf of the Saskat- 


28 iIchewan Wheat Pool Employees' Association, with the support 
29 lof the Saskatchewan Wheat Pool. 


G. A. Mille, 
Aug. 20, 1963. © Secretary-Manager. 
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ance with the provisions of subsection 3, of Section 11 of 


the Income Tax Act, from 1951 to 1961 these employees 


were allowed to claim as a deduction from income the amount 


expended for meals during the period they were required 
to move to different places in the course of their employ- 


ment. Since 1961 these workers have not been allowed to 


| 
| 
| 
| 


claim expenditures for meals as an expense deductible from | 


income. 

The Department of National Revenue - Taxation 
Division base this recent ruling (see their Interpretation 
Manual) upon Section 11(9)(a) -of the Act, holding that 
the work site at which they are engaged is the establish- 
ment where they report for work and therefore tney would 
not be away from the employer's establishment to whicn 
he ordinarily reports for work. 

We do net dispute the legality of the intervre- 
tation placed on Section 11(9){a) of the Act by the legal 
authorities that have no doubt given the wording very 
close and careful scrutiny and consideratic . However, 
certain very obvious doubts and questions present them- 
selves to us. 

This Section of the Act usdon which the Depart- 
ment of National Revenue has based their decision was 
added in 1954. It would appear somewhat peculiar that 
it was seven years iater before its wording was so inter- 


retated as to result in a complete reversal in the legal 


‘3 


opinion of the Department. 
We would also draw to your attention that their 
refusal to consider claims for meal expenses is based 


entirely upon the words, “where the employer's establish- 


ec En eee ee) ee ee 


oe eee cle . Same 
Lie ‘ : : u 
ie! : s} , oe a ES ee ; os fo ” - 


va in ee as 


| Peel hi : : % 


ay: 


sesrieanes £ ae wa: se 0 Re a2 ee so 


oa Hite . Prema ees enced: meek mei 2etep ae mts 
pay Ps : P Ty vidi & ee . 


ben taterr ese cute Perea waist satu 


y, 


j 
iy i : 
j 


on ies _ pea. Ses Xo nies Oapt as avons Be 3 
- Ac van : i : f os AS 
c ey Ee ; Y e +5 
wns oe? Demat ees ree FON — stcentann eendd, ee 
rey MT aud Send eaNegES ee. ae “adem %6 
a od . a iy é . A 2 r = ce , i ; iy 
j ' - vas < : one Se 7 a ‘ee 
eoltegustT ~ sunevst Lenolsex to stent get oat 
es | > - s : = 
oe r" 4 4 “ ‘ P ; 


— 


: fadseoenyretel wets eee) sot lit trees at brie POU si 2 


a > < 
| vi : " . : 
P = af 5 ? ae az St-28 A =e Tsar a5 al 
i bee 7s i gai 
bineoe teas apo herac? fox ses Prose 
a! & = ES * _ —- sheild P = 
a | 
7 - 5 ~ = 4 a 
inw oo tenietideides a'weyolqne est? 
: . 29" 29 ete 
~ 
ae J ps a ™ x a aes. ' i 
Pree ass Me ysileues edd ssaqetb doa 
z 
2 : . ges} 
ni eS *; . 4 
‘set a ; A ads Jo (a) tO }af apts 
a 3 , ou SOG i 
— } % r j 
a - 2 7 : Eee 
: Fhe % 9 vig Bipol IRE 
= ah : 
siete ali — rs > Fax 5 am 
; > Peer iu a 5 ed eet t , oe a Seg 3 = ” 
Pay. 
“Re , aitieest > 4 Pew Lose bal Sr Sore #t arvet 
= -@ ‘ 7 
Jt - : 
2 


| yeep okt delve poe FP 482 Sd cotfoe? eht® - 


~“—E 


She Se lKkleh Ales heshd eet ourevel, Lenot tah | 
- a i 7 — 7 : 
pees wet free plans 
. «Se is 


~ ' “Teint of ow tetfbeow 222 cooted 
' : 
* ; : : 
Peep! ‘ rue S cititee ait 2. ie 
(298. whl ai iaererwyt eielases # «: sieniodatins ‘of ea. Be 
; a G3 ? > 7: 
al a | ! 


ee ee Jade sechonedas sR: os wad, oniea Bh 
ary . ae 


az 


hee os i enqawree Leen ws > matele 


| 
; 
| ¥ | 
/ ANGUS. STONEHOUSE & CO. LTD. ' 
2 TORONTO, ONTARIO | 

1 

if 


1| required to do in carrying out the duties of his employ- 


ment. | 

Their rates of pay are established at an hourly | 
rate with an additional allowance of $1.00 per day to | 
partly cover the cost of living when away from home. | 
Some of these men are employed all the year round, others 
normally are steadily employed for nine or ten months of | 


the year and are laid off for a few months in the winter 


due to severe weather conditions or lack of work. 
We describe these working conditions to esta- 
blish the fact that these men are not casual workers 


hired temporarily at certain locations, but are permanent 


| 
| 
| 
employees hired (under the terms of the agreement) at the 
Company's place of business at their Head Office to move 
to different places in the Province to carry out their 
ordinary duties of constructing and repairing the Com- 
pany's facilities. Being required, in pursuit of their 
employment, to work in different ovlaces, they do incur 
traveiling expenses in the nature of board. These ex- 


penses, as w@ have stated, to the amount of $1.00 per diem 


are paid by the Company. The balance of these expenses 
are paid by the emoloyee himself. 

Anvlication 2>f the Income Tax Act and the 
Rulings and Interpretations of the Act in Regard to these 


Expenses: 
Since 1961, the $1.00 per diem allowance men- 


taxable deduction and is included in the employees in- 
come. Additional expenses for meals paid by the employee 


tioned in the preceeding varagraph is not an allowable 
are also not allowed as deductible expenses. In accord- 
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We also conlude that the emphasizing of this 
particular Section of the Act (Section 11(9){a) contra- 
dicts or completely nullifies Section 5(2)(a) as it con- 


cerns our construction and repair workers, and which we 


| presume was written into the Act to be applied explicitly 


to construction workers, for this Section reads in 

part :- 
"(2) Construction Workers. Notwithstanding 
subsection (1) in computing the income of a 


taxpayer for a taxation year from an office 


or employment, where the taxpayer was, during’ 


the year, employed as 4 construction worker, 
there shail not be included 
(a) the value of, or an allowance’ (not 
in excess of a reagonaple’ amount) 
in respect of expenses incurred by 
him for board and lodging received 
by him." 


(c) If it is granted that the interpretation 


| of the Act by the Deparcmerit: of National Revenue - Tax- 
ation Division is legally corrett, then we must indeed 

i conclude that this group of workers, denied the right to 

| claim their meager and necessary meal expenses as a tax- 


| able deduction, is being diacriminated against in com- 


parison with other larger or more influential groups who 
are allowed generous expense deductions, and this legal 
exercise in semantics results in imposing an added weight 
upon low income employees in comvarison with the expense 
allowances granted to higher classifications of employees. 


(ad) That through the unreasonable definitions 
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placed upon certain words which have created the stated 


absurdities, the will and intention of the framers of 


| 
the Act and the Parliament of Canada has been circum- 
vented. 

(e) We are of the opinion that the anomolies 
hereinafter stated are, to a considerable extent, due to 
tne existing system whereby the formuiation of tax volicy | 
is the responsibility of the Finance Department, the i 
Devartment of Justice drafts the tax laws, and the Depvart- 
ment of National Revenue administrates the law. 

In support of the above recommendations, we 
supmit the following facts. 

Facts 

Conditions of Work These men engaged in the 
construction and repair of country grain elevators, annexe 
and cottages are employed by the Saskatchewan Wheat Pool 
with Head Office in the City of Regina, Province of 
saskatchewan, under the terms of an agreement between the 
Saskatchewan Wheat Pool (the Company) and the Saskatchewan 
Wheat Pool Employees' Association (their certified bar- 
gaining agent). 

This agreement provides among other rights and 
venefits for these emoloyees, a Group Life Insurance plan, 
a2 Retirement plan, Sick Leave, Seniority Rights including 
seniority as to the right of recall after a lay-off, 

Leave of Absence, Vacations, Holidays, payments in the 


event of temvorary lay-offs, travelling time and trans- 


i portation allowances when required to move away from his 


employer's place of business OR to different places (see 


Section 11(9) of the Income Tax Act) as he is ordinarily 
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| 
| 
1] reported for work was located", and substituting the | 
2) words, “he maintained 4 self-contained domestic jt a 
3i ment in which he resided and actuaily supported & spouse | 
4!) or a person dependent upon him for support and connected 
5] with bim b= blood relationship, marriage or adoption". 
6 OR: 

7 (2) That other provision be made in the Act 

81 to seewide that the employees referred to above be allowed 
9! to claim amounts expended in respect of meals consumed 

10] while absent from their ordinary place of residence; 

ii} similar to the allowances now granted to employees of a 

12! transportation company, or salesmen on commission basis, 

i3} or numerous other cateainotice of employment. 

14 (3} We also support the recommendations of the 


15 Vancouver Board of Trade that tax laws should be formula-~ 


16] ted and implemented by the same agency. 


| 

H 

7 The above recommendations are submitted due to 
| | 


18 the following conclusions drawn from the facts hereinafter 
19} stated. 

20}, Conclusions 

21 fa) The facts clearly show that the expenses 
22) for meals incurred by these employees ig a necessary and 
2 legitimate expense. 

24 (o) The Department of National Revenue - 


25 Taxation Division's application of the word "ordinarily" 


26) in Section 11(9}(a) appears to go beyond a reasonable 


27 


interpretation and beyond the intention cf the framers 


28 of the Section. Had the framers of the Section intended 


29 


such an interpretation to be placed upon it, they surely 


would have used the plural of the word “establishment”. 
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TO THE ROYAL COMMISSION ON TAXATION 


2| A Submission by the Saskatchewan Wheat Pool Employees' 
3] Association on behalf of the Employees of the Saskatchewan 
4 Wheat Pool engaged in the Construction and Repair of _ . 


5 


5| country Grain Elevators, annexes and cottages, and made 


6; with the full knowledge and support of the employer, 


! 
{ 


Tithe Saskatchewan Wheat Pool. 


10 The Saskatchewan Wheat Pool Employees' Associa- 
11jtion is the certified bargaining agent for the employees 


12;0of the Saskatchewan Wheat Pool, at the present time num- 


13) cering approximately two hundred men, engaged in the con- 
14) struction and repair of country grain elevators, annexes 
15|;and cottages owned by the Saskatchewan Wheat Pool. 

16|| Reason for the Submission 

17 The value of, or allowances in respect of ex- 
18) penses, incurred by these employees in the vursuit of 

19 their employment, for board or received by them for board 


| 
20||}are included in computing their taxable income. 


: 
21) It is our contention chat the expenses for meals 


22'| incurred by these employees is 4 necessary and legitimate 


| 


23\||\expense in the carrying out of the requirements of their 


| 


24 | employment and if paid by the emoloyer, should not be 

af beonsideced as income; and if paid by the employee, should 
26|,\be a deductible item of expense. 

27 | Recommendations 

28 (1) That Section 11(9)(a) of the Income Tax 
29\|Act be amended by deleting, after the word "where", the 


30 words, "the employer's establishment to which he-ordinaril 
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Comopanies should be encouraged to export, by 
allowing a lower tax rate on income from exports. 


Sincerely, 


J. M. Reid 
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| 

1421 Wascana Street, | 
Regina, Saskatchewan. | 
| 

| 

| 


3| Carter Commission On Taxation 


| 
| 

4| Dear Sirs: 
Canada needs more investment capital to increase 


6| job opportunities. If Canadians increased their investing 


7\| by a hundred dollars per taxpayer per year, it would mean 


| an increase of eight hundred million dollars of additional 

9i new investment capital per year. If a percentage of the 

10| increase in investment over the previous year, were deduct- 

tole from income tax, it would be an incentive to invest. | 
Since a large number of Canadians are of 

13 average or low income, the incentives should be aimed at 

14| them. 


15; Example 


16 $10 deductible from the first $100 invested 

7 3 8 4 i * secong 4” : 

8s 6 © eaean \-™ - 

19 § b : P f fourth " e 

ail 1% a&eduétibte on ali further investments. 
| 


22) Nattivally taxes would have to be raised to allow 
23 for the deductions. 


Companies should be allowed to a deduction for 


each man year increase of employment. 


| 
| , 

26 Companies who employ for example ten men per 
ee $10,000 profit should be taxed at a higher rate than 
i 


j; companies who employ twenty men per $10,000 profit. 
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HOTELS ASSOCIATION OF SASKATCHEWAN 
submission to 
CARTER ROYAL COMMISSION ON TAXATION 
August 23, 1903 
a The Hotels Association of Saskatchewan whose 
offices are located at 404 Guaranty Trust. Building, 
Regina, Saskatchewan, respectfully.submits this brief 


to the Carter Royal Commission on Taxation. 


518 hotels in the province and includes all licensed 


: The Hotels Association of Saskatchewan -epressenis 


hotels. Membership in the Association is purely voluntary 


and the work of the Association is almost entirely devoted 


to the continuing improvement of public service and to 
the general welfare of the hotel industry. For example, 
all new owners of Licensed hotels are required to attend 
a workshop at which various phases of hotel manazsement 
and government regulations pertaining to hotels are 
discussed. 


we In recent years, the hotels of this province 


have become seriously concerned with the tremendous growth 


Me 


in what may be termed unfair competition from organiza- 


tions which have tax exemption privileges or concessions. 


These exemptions fall within. the dominion, provincial, 


4, The Hotels Association of Saskatchewan suggests, 
that the greatest sources of unfair competition comes 
from such tax-exempt operations as: 


1. Certain Private, Fraternal, and Sporting 


Clubs. 
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SUMMARY 
of submission to 
CARTER ROYAL COMMISSION ON TAXATION 
HOTELS ASSOCIATION OF SASKATCHEWAN 
AUGUST 23, 1963 
The Hotels Association of Saskatchewan feels 
that the oresent tax-exemption privileges are foo great 
in scope, and that many groups who were once qualified 
for tax-exemption no longer are, by virtue of the fact 
they are carrying on commercial activities in direct 
competition with tax-paying hotels. A large amount of 
tax revenue is being lost by the diversion of business 
away from tax-paying hotels into tax-exempt premises. 
SO. Ee this business which is being diverted was 
handled by the hotels, they would undoubtedly have fo 
enzazse more staff, which in turn would iffcrease tax 


5 


by reason of there being more people gainfully 
fit is recommended that each taxing body require 
all tax-exempt organizations to submit to them annual 
inancial statements showing full details of 
revenue, assets held 
and surpluses accumulated. These statements should be 
reviewed yearly, and tax exemption be granted on. a yearly 


bacis where warranted. However, in no case where an 
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2. Certain specified Veterans Clubs. 


2 3. YMCA and YNCA rentals and catering. 
4. Church hall rentals and catering. 


It is felt that there is unfair competition 


Ol 
. 


5| because many of the grouvs referred to above are serving 
the public in the fields of hall or room rentals, food 
catering, and beer and liquor sales, in direct competitio 
with the hotels which have to pay business, property and 
income taxes, aS well as any necessary license fees. 
oO. The catering to events such as conventions is 
literally moving out of tax-paying premises and into 
tax-exemot premises, as the latter mentioned are ina 
position to offer lower rates by virtue of their tax- 
exempt privileges. 
ae Many of these organizations are in fact carrying 
on a business, the profits of which are Used to expand 
their facilities resulting in ever-increasing unfair 
competition to the hotels which do not enjoy any tax- 
exemption privileges. 
Bi it is suggested that the taxing authorities are 
a 
losing an ever-increasing amount of revenue by not taxing 
these orzanizations on the portion of their incomes 
derived from a purely business operation. It also follows 
Chat if this revenue was accruing to the hotels it would 
pe subject to income tax in their hands. 
9. It is submitted tnat the decreased volume of 
business being done by the hotels has a great bearing on 
the employment situation. Many tax-exempt organizations 


use voluntary workers or part-time employees. It is felt 
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that if the business now being done by tax-exempt organi- 
zations were handled by the tax paying hotels, which are 
subject to all labour and wage regulations, it would 
inerease the number of full-time gainfully employed per- 
sons. This would result in greater revenue from personal 
income tax and would 2isg increase the numbers contribu- 
ting to the Unemployment Insurance Fund. 

pie e Organizations are granted these subsidies by way 
of tax exemptions on the assumption that they are organ- 
ized for a specific purpose, and will not be engaging in 
commercial activities. It is suggested that the time has 
long since passed when some of these organizations should 
be tax-exempt by virtue of dominion or provincial statue, 
or by municipal by-law, and that the equitable way to 
judge whether they are entitled to tax exemption or not, 
would be to have each taxing body require these organi- 
zations to submit to them annual audited financial state- 
ments showing full details of sources of revenue, dis- 
position of revenue, assets held and surpluses accumu 


It is our contention that these statements should be 


ifs While tnese tax-exempt organizations are assumed 
to be non-profit making, there is no doubt that the 
members are receiving dividends in effect by way of 
improved and enlarged facilities or reduced fees. If 
these improvements were being made out of monies received 
from membership fees or investment income the question of 


removing their tax exemption would not arise, but once 
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they become engaged in business activities in direct 
competition with tax-paying businesses, their exemption 
should cease. 

pee It is also recommended that all advertising or 
solicitation by such tax-exempt organizations be 
restricted by regulation to soliciting patronage from 
members only. 

ac Regulations are now in effect in the United 
States governing tax-exempt organizations im the catering 
and public lodging fields. Generally speaking, Veterans 
Clubs, Country Clubs, Fraternal alice and Lodges, etc., 
lose their tax exempt privileges and are now subject to 
Federal Income Tax where these organizations serve meals 
or beverages, or provide lodging regularly for persons 
other than their own members. Also, where such organi- 
zations solicit or advertise for public patronage, it is 
prima facie evidence that they have forfeited their tax- 
exempt status. The regulations also require these 
organizations to keep their books and records open for 
inspection by Internal Revenue officers at any time they 
may be called upon. 

Le, In conclusion, the Hotels Association of 
Saskatchewan wishes it clearly understood that their 
members are quite prepared to meet competition and do 
not wish any of these organizations to be doped of the 
privilege of serving their members, but feel it is only 
fair and just that their competitors be subject to the 
same taxes and regulations where they are carrying on 
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OV 


paying hotels. 


All of which is respectfully submitted. 


J, AR. Freestone 


President and Managing Director. 
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APPENDIX 
to submission by 
HOTELS ASSOCIATION OF SASKATCHEWAN 
to 
CARTER ROYAL COMMISSION ON TAXATION 


AUGUST 23, 1963 


11; tax exemptions are being granted 

12 

13 

14|| Dominion - Income Tax Act -~ Section 62 
15] Provincial - Saskatchewan 

16 Income Tax Act - Section 6 
17| Provincial - Saskatchewan 

18 City Act - Section 480 
19) Provincial - Saskatchewan 

20 Town Act - Section 453 


rovincial - Village Act ~ Section 319 


8 
9 
10 The following are the statutes under which 
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